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CHAPTER  I 

INTRODUCTION 


1.  BASiS  FOR  STUDY.  In  its  Terms  of  Reference,  the  Joint  Logistics  Review  Board 
(JLRBT  was  directed  to  review  financial  management  during  the  Vietnam  era  and  to  give 
particular  attention  to  the  subject  of  financial  controls  exercised  by  the  Department  of 
Defense  (DOD).  The  intmner  in  which  financial  management  functions  are  performed  in 
obtaining  and  utilizing  financial  resources  —  has  appeared  to  affect  significantly  the  capa¬ 
bility  and  rcs{xmsiveness  of  logistic  systems  in  providing  support  to  combat  forces  during 
the  Vietnam  era. 

2.  SIGNIFICANCE.  The  provision  of  logistic  support  to  military  forces  involves  the  use 
of  many  resources.  These  resources  include  materiel,  services,  manpower,  and  money. 
The  acquisition  of  these  resources  requires  the  use  and,  therefore,  the  management  of  fund¬ 
ing.  For  the  performance  of  the  military  functions  of  the  DOD,  direct  congressional  ^pro- 
priations  of  almost  $50  billion  were  made  in  FY  64.  the  last  full  fiscal  year  before  the  be¬ 
ginning  of  the  Vietnam  era.  By  contrast,  this  sum  increased  to  mors  than  $76  billion  in  FY 
69.  During  this  period  the  budget  outlays  increased  from  $49.  6  billion  in  FY  G4  (equal  to 

8.  1  percent  of  the  Gross  National  Product  (GNP))  to  $77. 9  billion  in  FY  69  (equal  to  8.  7  per¬ 
cent  of  the  GNP).  which  fneiuded  an  estimated  $28.  8  billion  of  special  support  costs  for 
Southeast  Asia  operations. 

3.  ?rUDY  OBJECTIVES.  This  monograph  reviews  the  manner  in  which  financial  man- 
agemenc  functions  have  been  performed  in  the  DOD  during  the  Vietnam  era  and  identifies  the 
strengths  and  weaknesses  of  this  management  in  the  provision  of  adequate  and  timely  logis¬ 
tic  support.  The  intent  is  to  identify  those  features  of  the  financial  management  policies  and 
procedures  utilized  during  the  Vietnam  era  that  have  been  directly  related  to  the  events  that 
occurred.  The  recommendations  derived  from  this  study  should  enhance  the  efficiency  with 
whic.h  logistic  support  is  provided  in  future  military  operations. 

4.  SCOPE.  This  monograph  provides  a  general  review  of  the  operations  of  financial 
management  systems  in  the  DOD  components  responsible  for  logistic  support  of  U.  S.  combat 
forces  in  Vietnam.  Also  reviewed  are  the  pertinent  JLRB  studies  of  other  functional  areas 
in  which  budgetary  or  financial  mailers  were  noted  as  influencing  the  accomplishment  of 
specific  functions.  The  evolution  and  operation  of  the  finajicial  management  systems  are 
described  briefly  to  provide  a  background  for  the  examination  of  specific  areas  directly  in¬ 
volved  in  the  study  objectives.  In  addition,  the  design  ajid  efficiency  of  the  financial  man-' 
agement  systems  used  during  the  Vietnam  era  are  evaluated.  No  attempt  has  been  made  to 
evaluate  the  judgment  displayed  in  establishing  objectives  for  financial  programs  and  bud¬ 
gets  or  in  making  substantive  program  management  decisions.  Where  af^roprlate,  how¬ 
ever.  the  effect  of  such  actions  on  the  operations  of  the  DOD  have  been  noted. 

5.  ORGANIZATION  OF  THE  MONOGRAPH-  This  monograph  is  composed  of  10  chapters 
in  addition  to  ihi.s  Introductory  chapter.  Chapter  U  provides  a  general  description  of  the 
financial  management  tools  used  within  the  DOD.  Chapter  lU  discusses  the  processing  of 
budget  estiniatc.s.  Jhaptcr  IV  addresses  the  use  of  annual  appropriations  for  financing 
operating  expenses.  Ch  oter  V  considers  the  financing  of  inventories  of  expense  category 
items  through  wording  capital  funds  and  otherwise.  Chapters  VI  and  VII  discuss  the  funding 
of  inve.stmi-rit  cos's.  Ini*luding  military  construction  and  major  procurement  programs. 
Chapters  Vlii.  IX.  and  X  discuss  other  areas  of  financial  nianai’.ement,  including  audit 
activities,  (he  use  of  industrial  funds,  and  the  financing  of  military  and  civilian  assistance 
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to  the  host  country  and  allied  forces.  Chapter  XI  summarizes  the  conclusions,  observations, 
and  recommendations  of  all  chapters.  Two  appendixes  provide  additional  information  in 
specific  areas  of  interest  on  financial  management  systems  and  procedures. 


CHAPTER  II 

GENERAL  BACKGROUND 


l.  INTRODUCTION 


a.  Financial  management  pertains  to  those  procedures  and  techniques  that  are  applied 
to  the  control  of  resources  to  ensure  that  t  ie  appropriated  funds  are  utilized  in  accordance  with 
approved  programs  and  budgets  and  wdthin  any  limitations  that  hav:'  been  established. 

b.  The  performance  of  financial  functions  was  reviewed  at  successive  organization 
levels  of  management  control.  Attention  was  given  to  the  financial  management  responsibilities 
and  controls  vested  at  the  successive  levels  within  the  Office  of  the  Secretary  of  Defense  and  the 
headquarters  of  the  military  departments,  one  or  more  levels  of  intermediate  field  and  fleet 
commands,  and  finally  the  command  activity  that  actually  performed  each  function  for  which  re¬ 
sources  were  provided.  Financial  management  systems  influencing  or  dictating  management 
decisions  that  ultimately  assisted  or  restricted  the  exercise  of  command  management  procedures 
and  program  performance  were  identified  at  each  of  these  levels. 

2-  TYPES  OF  FUNDS.  The  policies  and  procedures  for  financial  management  differ  according 
to  the  purpose  of  the  respective  types  of  fund  accounts  utilized.  In  this  monograph,  these  clas¬ 
sifications  of  funds  provide  a  logical  basis  for  organizing  the  analysis  of  financial  management 
Issues  that  affect  the  logistical  support  forces  in  Vietnam  and  in  areas  in  direct  support  of  the 
combat  effort.  These  classifications  include  operating  expense  funds,  investment  cost  funds,  and 
working  capitai  funds.  Where  operating  costs  (  re  concerned,  the  two  areas  of  direct  interest  are 
the  logistical  organizations  that  provide  support  and  the  organizations  in  Vietnam  or  in  areas  of 
offshore  support  that  obtain  and  use  su(^lies  and  services.  The  investment  cost  funds  are  the 
various  major  procurement  and  military  construction  appropriations  of  the  Services.  The  work¬ 
ing  capitai  accounts  to  which  primary  attention  is  given  are  the  stock  funds,  which  finance  in¬ 
ventories  of  materiel  pending  their  issue  (sale)  for  use  In  programs  financed  by  other  funds. 

There  are  also  industrial  funds  that  finance  the  performance  in  industrial  and  commercial  facili¬ 
ties  of  work  that  has  been  ordered  and  is  paid  for  by  applicable  appropriations  for  the  items  or 
services  furnished. 

3.  FINANCIAL  MANAGEMENT  ISSUES.  In  this  study  of  the  broad  aspects  of  financial  manage¬ 
ment  and  their  application  to  the  acquisition  of  resources  for  logistic  support,  four  major  issues 
warranted  an  In-depth  investigation.  In  the  succeeding  chapters  of  this  monograph,  each  issue  is 
developed  in  sufficient  detail  to  establish  a  basis  for  findings,  recommendations,  and/or  observa¬ 
tions.  For  a  general  overview  of  the  content  of  these  chapters,  each  issue  and  three  specialized 
areas  are  briefly  discussed  In  the  following  paragraphs. 

a.  Responsiveness  of  the  Planning,  Programming,  and  Budgeting  System.  This  issue  is 
discussed  In  Chapter  m,  Budget  Estimates  During  the  Vietnam  Era.  A  detailed  assessment  of 
those  high-level  financial  management  procedures  and  other  administrative  actions  used  within 
the  executive  and  legislative  branches  of  the  Government  during  the  Vietnam  era  is  provided. 
These  procedures  encompass  the  budget  cycle,  Department  of  Defense  (DOO)  budget  submission 
for  FY  65  to  FY  70,  the  impact  of  budgetary  actions  on  defense  programs,  and  pertinent  examples 
to  cite  their  effects.  National  policies  relating  to  financial  management  actions  and  decisions 
are  examined  in  an  effort  to  assess  their  impact  on  DOO  programs.  A  detailed  eiqilanation  of  the 
Planning,  Programming,  and  Budgeting  System  used  by  the  DOO  during  this  era  is  included  In 
Appendix  A. 
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b.  Control  and  Cost  Accounting  for  Operation  Costs,  Chapter  IV,  Financing  of  Opera¬ 
tional  Expenses,  is  devoted  to  an  analysis  of  this  issue.  This  chapter  discusses  service  funding 
under  the  Operations  and  Maintenance  (O&M)  appropriation,  the  extent  to  which  financial  manage¬ 
ment  controls  were  introduced  into  SE  Asia  by  the  Services,  and  the  significance  of  such  controls 
during  combat  operations.  Even  though  a  significant  segment  of  O&M  funds  was  utili'^ed  to  defray 
the  costs  of  civilian  personnel  and  contractual  ser\*ices,  the  discussion  is  focused  primarily  on 
the  dollar  costs  of  financii^  consumable  materials  required  to  support  combat  units,  combat  sup¬ 
port  units,  and  combat  service  support  units  in  a  coinbat  environment.  Financial  controls  as¬ 
sociated  with  that  type  of  expenditure  were  traced  directly  to  the  initiation  of  a  supply  action  at 
the  consumer  or  operational  level  of  command.  Consequently,  the  extent  of  interface  between  the 
supply  and  financial  systems  below  the  stock  fund  level  within  the  respective  Services  was,  of 
necessity,  included.  Also  Included  is  a  detailed  description  of  the  management  of  O&M  funds 
within  each  of  the  Services  and  a  discussion  of  the  differences  in  concepts  of  the  management  of 
funds  and  materiel  resources. 

c.  Use  of  Stock  Fund  Financing  for  Inventories.  This  issue  is  addressed  in  Chapter  V, 
Funding  of  Inventories  of  Expense  Items.  The  chapter  describes  the  concepts  of  working  capital 
funds  and  the  DOD  policy  and  rationale  for  the  use  of  these  stock  funds  to  finance  inventories.  An 
analysis  of  the  capitalization  of  stock  funds  during  the  period  FY  65  -  FY  69  is  provided.  Included 
is  a  detailed  discussion  on  the  manner  in  which  the  Services  and  Defense  Supply  Agency  (DSA) 
stock  funds  were  utilized  during  the  Vietnam  era,  as  well  as  a  review  of  their  related  financial 
management  structures.  To  evaluate  the  application  of  management  controls  to  stock  funds,  the 
concepts  and  the  procedures  for  administering  financ^l  programs  for  stock  funds  are  presented, 
together  with  the  history  of  stock  fund  programming  actions  between  FY  65  and  FY  69. 

d.  Financing  of  Investment  Costs  -Mttitary  Construction  and  Major  Item  Procurement. 
Chapters  VI  and  vn  treat  investment  costs  associated  with  the  acquisition  of  major  items  of 
equipment,  ammunition,  and  real  property.  Investment  costs  include  major  end  items  of  equip¬ 
ment  and  major  secondary  Items.  These  item  categories  are  subject  to  continuing  centralized, 
individual-item  management  and  asset  control  throughout  all  command  and  support  echelons 
throughout  their  in-service  life.  Construction,  including  the  cost  of  land  and  rights  therein,  are 
also  investment  costs  for  program-budgetary  i^rposes.  Since  these  chapters  interface  to  a  great 
extent  with  the  Construction  Monograph  and  the  Procurement  and  Production  Monograph,  an  at¬ 
tempt  has  been  made  to  avoid  duplication.  Accordingly,  the  planning  and  programming  phases  of 
the  military  construction  and  major  item  procurement  programs  have  been  discussed  only  to  the 
degree  necessary  to  develop  a  sound  basis  for  evaluating  budgeting  and  linancial  procedures. 
Conclusions  resulting  from  the  analysis  of  miiitaxy  construction  strongly  support  several  recom¬ 
mendations  concerning  changes  to  procedures  that  would  simplify  and  ensure  more  responsive 
construction  suj^rt  during  contingency  operations  in  a  combat  area.  In  the  area  of  procurement 
of  major  items  of  equipment,  the  facts  substantiate  that  the  financial  procedures  used  during  the 
Vietnam  era  were  sound  and  that  any  deficiencies  were  the  result  of  other  management  decisions 
and  not  the  financial  system. 

e.  Specialized  Areas.  Chapters  Vin,  K,  andX,  Auditing,  Industrial  Funds,  and  Military 
Assistance  Program  (MAP),  contain  a  discussion  of  financial  management  procedures  in  these 
specialized  areas.  Although  no  specific  issue  has  been  identified  or  associated  with  these  pro¬ 
cedures,  It  was  considered  appropriate  to  study  the  financial  management  systems  peculiar  to 
these  areas  of  logistic  support  to  evaluate  their  effectiveness  in  providing  logistic  support  to  the 
forces  in  the  combat  theater. 

(1)  Included  within  Chapter  VIU  is  a  survey  of  auditing  operations  In  the  combat 
theater  during  the  Vietnam  era  and  a  summary  of  selected  audit  reports  tl^t  highlight  the  level  of 
audit  effort. 

(2)  Industrial  fund  financing  procedures  arc  discussed  in  Chafer  IX  with  a  brief  de¬ 
scription  of  how  industrial  facilities  are  managed  by  each  Service,  the  policies  and  procedures 
that  govern  these  functions,  and  an  explanation  of  the  administrative  contruis  under  which  they 
must  operate. 
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(3)  Chapter  X  includes  a  brief  instory  and  background  of  the  MAP  prior  to  March 
1966,  and  the  transition  to  The  Military  Assistance  Service  Funded  (MASF)  program  and  proce¬ 
dures  subsequent  to  that  period  in  time.  Strengths  are  confirmed  in  the  findings  concerning  the 
financial  management  procedures  in  the  MASF  program,  and  gains  in  management  effectiveness 
as  the  result  of  controlled  audit  operations  in  a  combat  theater.  The  review  of  industrial  fund 
financing  supports  a  recommencatlon  that  industrial-funded  activities  be  excluded  from  civilian 
personnel  ceiling  controls  to  permit  greater  flexibility  in  adjusting  personnel  strengths  to 
fluctuating  workloads. 


CHAPTER  III 

BUDGET  ESTIMATES  DURING  THE  VIETNAM  ERA 

1.  CONTENT.  This  chapter  of  the  Financial  Management  Monograph  covers  the  Department 
of  Defense  (DOD)  budget  estimates  during  the  Vietnam  era.  It  discusses  in  detail  the  budget 
cycle,  budget  schedules,  and  financial  management  tools  in  use  during  this  era,  and  It  analyzes 
how  these  financial  management  tools  were  applied  and  the  effect  on  DOD  programs. 

2.  BUDGET  CYCLE 

a.  General.  The  budget  cycle  is  the  administrative  process  that  encompasses  the  period 
from  the  budget  concept  to  the  signing  of  an  appropriation  act.  It  is  a  tedious  and  complex  pro¬ 
cedure  involving  many  decisions  and  admlni^rative  actions  by  numerous  individuals  throughout 
the  Services,  defense  agencies,  the  Office  of  the  Secretary  of  Defense  (OSD),  the  Bureau  of  the 
Budget  (BOB),  the  Congress,  and  the  President,  In  theory,  each  budget  cycle  is  designed  to 
cover  approidmately  18  months,  however,  full  years  may  elapse  before  a  budget  becomes 

an  appropriation  act.  This  delay  occurs  when  the  legislative  branch  does  not  pass  the  act  until 
midway  In  the  fiscal  year.  The  delay  Is  one  of  continuing  concern  to  officials  in  both  the  execu¬ 
tive  and  the  legislative  branches  of  the  Govei*nment. 

b.  Initial  Steps  in  the  Budget  Cycle 

(1)  An  Integral  part  of  the  budget  cycle  Is  the  planning  and  programming  that  must 
be  accomplished  In  preparation  for  the  development  of  the  budget  estimates.  These  procedures 
were  standardized  for  all  of  the  Services  and  the  defense  agencies  during  the  early  months  of 
the  Kennedy  .Administration.  In  1961,  underthe  direction  of  the  Secretary  of  Defense,  the  formal 
Planning,  Programming,  and  Budgeting  System  (PPBS)  was  implemen-ed.  Certain  modifications 
have  been  made  throughout  the  ensuing  years.  The  latest  change  became  effective  on  1  January 
1970.  A  detailed  description  of  the  entire  PPBS  is  presented  in  Appendl\  A. 

(2)  As  the  transition  from  pix^rammlng  to  budgeting  evolves,  the  first  steps  in  the 
preparation  of  the  DOD  budget  are  taken  in  the  executive  branch  by  the  various  Services  and 
defense  agencies.  During  the  spring  of  the  year,  the  individual  Services  and  defense  agencies 
receive  logistic  and  budget  planning  guidance  from  the  Secretary  of  Defense.  This  guidance 
establishes  the  basis  for  the  Initial  preparation  of  the  budget.  Frequent  revisions  to  the  budget 
are  made  during  the  summer  and  fall  months,  as  directed  by  the  Secretary  cf  Defense.  In  the 
fall  of  the  year,  the  Services,  defense  agencies,  and  OSD,  in  c(m)unction  with  the  BOB,  conduct 
budget  reviews  and  hearings  within  the  executive  branch  to  determine  the  validity,  necessity, 
and  adequacy  of  the  budget  requests.  Immediately  thereafter,  the  BOB  ad)ustB  the  DOD  bu^(;t 
and  the  other  Government  agencies  budgets  to  best  carry  out  the  policy  determinations  and 
national  objectives  of  the  current  administration  as  determined  by  the  President.  Near  the  end 
of  the  calendar  year,  the  budget  document  is  prepared  in  final  form  and  sent  to  the  Government 
Printing  Office  for  printing. 

c.  Congressional  Action 

(1)  Submission  to  the  Congress.  Upon  submission  of  the  President's  Budget  to  the 
Congress  In  January  it  is  referred  to  the  Committees  on  Appropriations.  The  committees  assign 
the  ’.*arious  parts  of  the  budget  to  their  respective  subcommittees  for  review,  adjustment,  and 
approval.  To  facilitate  the  subcommittees  efforts,  the  individual  military  depiirtments  submit 
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justifications  to  substantiate  the  requirements  and  the  dollar  amounts  requested.  These  justifi¬ 
cation  documents  are  voluminous,  many  in  number  and  more  detailed  than  in  the  budget  docu¬ 
ment  itself. 


(2)  Congressional  Hearings.  Following  submission  of  the  budget  document  to  the 
Congress  and  the  justifications  of  the  budget  to  the  subcommittees,  the  congressional  hearing 
procedure  is  initiated.  The  Senate  and  the  House  Appropriation  Subcommittees  set  up  schedules 
for  EX3D  program  and  budget  hearings.  These  hearings  generally  begin  with  the  presentation  of 
a  prepared  statement  by  the  Secretary  of  Defense  before  the  House  and  Senate  committees.  The 
Secretary's  statement  is  designed  to  summarize  the  entire  defense  .budget  for  the  congressional 
committees.  Within  the  prepared  text  of  the  statement,  the  Secretary  of  Defense  outlines  the 
approach  to  the  preparation  of  the  fiscal  year  budget,  the  programs  for  the  follow-on  years,  an 
assos-sment  of  the  international  situation  related  to  military  policies  and  programs,  and  the 
defense  program  relationship  to  the  national  economy.  Subsequent  sections  of  the  statement 
address  the  type  of  forces  (such  as  Strategic  Retaliatory,  Continental  Air  and  Missile  Defense, 
General  Purpose,  Airlift  and  Sealift,  Reserve  and  National  Guard,  Research  and  Development, 
General  Support,  Civil  Defense)  and  the  requirement  and  estimated  costs  for  each  category. 
Following  the  presentation  by  the  Secretary  of  Defense,  the  Chairman  of  the  Joint  Chiefs  of  Staff 
presents  a  atatement  describing  the  military  readiness  posture.  These  officials  are  followedin 
turn  by  the  Secretaries  of  the  military  departments  and  the  Service  chiefs.  Subsequent  to  these 
formal  appearances,  representatives  are  called  ^rom  each  of  the  Services  and  defense  agencies 
to  appear  before  the  subcommittees  to  justify  their  respective  programs  and  budgets.  In  general, 
nondefense  subcommittee  hearings  are  held  in  open  searion  with  the  public  invited.  However, 
hearings  on  defense  budgets  that  involve  discussions  concerning  the  national  security  are  held  in 
exv-cutlve  session.  An  attempt  is  made  to  keep  the  public  informed  by  releasing  unclassified 
versions  of  the  testimony  presented.  Hearings  on  appropriation  bills  range  from  a  minimum  of 
a  few  days  to  &  maximum  of  several  weeks,  although  they  may  extend  over  a  period  of  months 
depending  on  the  magnitude  of  the  submission  and  the  complexity  of  the  defense  program  under 
scrutiny. 


(3)  Markup  and  Approval  of  Appropriation  Bill.  At  the  conclusion  of  the  hearings, 
the  appropriation  bill  is  marked  up  by  the  subcommittee.  It  Is  during  this  markup  procedure 
that  the  subcommittee  members,  in  executive  session,  decide  what  adjustments.  If  any,  will  be 
made  to  the  submission.  Committee  prints  of  the  bill  and  report  are  developed  by  the  staff  under 
the  supervision  of  the  subcommittee  and  are  submitted  to  the  full  appropriations  committee. 

Once  the  full  committee  has  agreed  to  the  items  and  amount.'»  to  bP  contained  in  the  bill  and  re¬ 
port,  they  are  transmitted  to  the  ^rent  body,  House  or  Senate  as  the  case  may  be. 

(4)  Joint  House  and  Senate  Action.  Appropriation  biU?  are  first  considered  in  the 
House.  Following  debate  and  agreement  in  the  House,  the  bill  is  sent  to  the  Senate  where  it.  is 
referred  to  the  Senate  Committee  on  Appropriations.  It  is  studied  by  the  subcommittee  charged 
with  the  responsibility  for  the  Ull.  The  subcommittee  takes  action  and  makes  changes  that  are 
deemed  appn  priate.  Subsequent  to  the  subcommittee  processing,  the  full  committee  and  Senate 
take  action  comparable  to  that  previously  described  Tor  the  House.  If  differences  exist  in  the 
appropriation  bill  passed  by  both  houses  of  Congress,  confereeF  are  appointed  to  resolve  the 
differences.  Upon  agreement  and  approval  by  both  houses,  congressional  action  on  the  bill  is 
concluded. 


d.  Pi’csidcntlal  Action.  The  bill  is  then  forwarded  to  the  President  for  his 
approval.  With  his  signature  It  becomes  a  public  law  and  the  Treasury  Department  and  the  BOB 
arc  empowered  to  release  funds  in  support  of  defense  operations  during  the  fiscal  year. 

3.  DEPARTMENT  OF  .DEFENSE  BUDGETS  FOR  FISCAL  YEARS  1905-70.  During  the  period 
FY  65- FY  70,  the  Service  budgets  were  In  a  constant  process  of  change.  The  DOD  appropria¬ 
tions  were  ull  enacted  after  the  start  of  the  flsca!  year.  The  President's  budget  sutoiissions  were 
consi'^crably  sn^alier  than  the  Service l'<idget  requests,  and  many  supplemental  appropria¬ 
tions  were  required  to  finance  the  Vietnam  conflict.  Specific  budget  submissions  and  appropria¬ 
tions  for  the  period  FY  65-Fy  69  arc  orovided  in  the  foliowing  tables,  lable  1  portrays  the 
President’s  ludget  submission  and  appropriation  dates.  Tahie  2  provides  a  comparison  of  the 
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Service  requests  with  the  President’s  budget  and  appropriations.  Tabie  3  iists  the  supplemental 
appropriations  required  during  this  period,  and  Tabie  4  shows  the  estimated  outlays  for  SE  Asia 
from  FY  65  to  FY  69.  The  President’s  budget  for  FY  70  did  not  provide  an  estimate  of  special 
support  for  SE  Asia  operations. 


TABLE  1 

PRESIDENT'S  BUDGET  SUBMISSION  AND  APPROPRIATION  DATES 


seal  Year 

President's  Budget 
Submission 

Appropriation^ 

1965 

21  January  1964 

19  August  1964 

1966 

26  January  1965 

29  September  1965 

1967 

24  January  1966 

15  October  1966 

1968 

24  Januaiy  1967 

29  September  1967 

1969 

24  January  1968 

17  October  1968 

1970 

15  January  1969^ 

29  December  1969 

^Amended  on  16  April  1969. 

2 

The  amounts  In  the  appropriations  are  shown  in  Tabie  2. 

Source:  Mr.  Sheldon  W.  Taylor,  Office  of  the  Assistant  Secretary  of  Defonse 
(Comptroller),  FAD  Tables,  14  January  1970. 


a.  Budget  Flexibility.  Uhen  the  appropriation  bill  becomes  law,  It  establishes  the 
limit  of  the  obligations  that  the  executive  branch  may  Incur  In  carrying  out  the  programs  cov¬ 
ered  by  the  appropriation.  The  President,  however,  acting  through  the  BOB,  may  release 
these  funds  to  the  departments  and  agencies  or  place  them  In  reserve.  This  is  done  by  means 
of  apportionments,  which  are  BOB  allowances  providing  obligational  authority  for  a  specific 
period.  Section  3679  of  the  Revised  statutes,  as  amended  by  Section  1211  of  Public  Law  759, 
81st  Congress  states,  in  part  as  follows: 

"(c)  Except  ar  otherwise  provided  In  this  section,  all  appropriations  or  funds 
available  lor  obligation  for  a  definite  period  of  time  shall  be  so  apportioned  as  to 
prevent  obligation  or  expenditure  thereof  in  a  manner  wnlch  would  indicate  a  neces¬ 
sity  for  deficiency  or  supplemental  appropriations  for  such  period;  and  ail  appro¬ 
priations  or  funds  not  limited  to  a  dehnlte  period  of  time,  and  all  authorizations  to 
create  obligations  by  contract  in  advance  of  appropriations,  shall  be  so  apportioned 
as  to  achieve  the  most  effective  and  economical  use  thereof.  As  used  hereafter  in 
this  section,  the  term  ’appropriation’  means  appropriations,  funds,  and  authoriza¬ 
tions  to  create  obligations  by  contract  in  advance  of  appropriations. " 

Appropriation  administrators  are  given  the  responsibility  for  execution  of  the  apportionments. 
Following  apportionment  of  funds  by  BOB,  further  limitations  cr  controls  on  funds  may  be  im¬ 
posed  by  the  Secretary  of  Defense  or  the  Service  Secretary.  These  controls  are  administrative 
and  are  established  to  help  prevent  violations  of  Section  3679,  Revised  Statutes,  and  DOD 
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Budget  Amendment,  Senate  DOC  405,  4  Aug  1965. 
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TABLE  3 

DEPARTMENT  OF  DEFENSE  SUPPLEMENTAL  BUDGET 
ESTIMATES  AND  APPROPRIATIONS 


President's 

Fiscal 

Request 

Budget 

Appropriation 

Year 

Date 

Estimate 

Date 

Appropriation 

1985 

2  Mar  1965 

$  230,394,000 

30  Apr  1965 

$  230,394,000 

1965 

4  May  1965 

700,000,000 

7  May  1065 

700,000,000 

1966 

19  Jan  1966 

12,345,719,000 

25  Mar  1966 

12,345,719,000 

1966 

8  Mar  1966 

863,521,000 

13  May  1966 

863,521,000 

1967 

24  Jan  1967 

12,275,870,000 

4  Apr  1967 

12,196,520,000 

1967 

23  Mar  1967 

601,130,000 

29  May  1967 

590,130,000 

1968 

11  Mar  1968 

167,412,000 

1988 

21  May  1968 

3,900,000,000 

9  July  1968 

4,215,692,000 

1968 

21  May  1968 

531.399,000 

1968 

22  Miy  1968 

28,000,000 

1969 

9  Oct  1989 

176,000,000 

17  Oct  1969 

296,000,000* 

1989 

17  Jan  1969 

3,011,900,000 

22  July  1969 

2,532,421.420 

1969 

27  Mar  1989 

-140,700,000 

1970 

— 

— 

— 

— 

ToUl 

$34,690,645,000 

$33,970,397,420 

*  $120,000,000  requested  in  the  President's  Budget  on  29  January  1968  was  included 
<n  the  Supplemental  Appropriation  for  Foreign  Military  Credit  Sales,  Executive. 


Source:  Mr.  Sheldon  W.  Taylor,  Office  of  the  Assistant  Secretary  of  Defense 
(Comptroller),  FAD  Table.  M  January  1970 
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TABLE  4 

ESTIMATED  SPECIAL  SUPPORT  FOR  SOUTHEAST  ASIA  OPERATIONS 


Outlay  (In  millions  of  dollars) 


Fiscal 

Year 

Defense-Military 
Excluding  SE  Asia 

Special  SE  Asia 

1965 

$46,070 

$  103 

1966 

48,597 

6,094 

1967 

47,333 

20,557 

1968 

50,826 

26,839 

1969 

48,978 

29,192 

Source; 

Department  of  Defense  Extract,  Tbe  Budget  of  the  United  States, 

Fiscal  Year  1970,  p.  62. 

Directive  7200. 1.  ^  This  law  prohibits  overobligation  of  an  appropriation,  apportionment,  re¬ 
apportionment,  or  a  subdivision  of  hmds  (e.g.,  allotments  and  suballotments).  It  does  not, 
however,  make  the  budget  execution  completely  rigid,  since  certain  areas  of  flexibility  may  be 
employed  to  meet  changing  requirements  during  a  fiscal  year.  The  following  paragraj^s  discuss 
how  these  areas  were  employed  during  the  Vietnam  era. 

(1)  Exemption  from  Apportionment 

(a)  The  DOD  Appropriation  Act  for  FY  6S  contains  the  following: 


"Sec.  512  (a)  During  th**  current  fiscal  year^  the  President  may  exempt 
appropriations,  funds,  and  contract  authorizations,  available  for  military  functions 
under  the  Department  of  Defense,  from  the  provisions  of  subsection  (c)  of  section 
3679  of  the  Revised  Statutes,  as  amended,  whenever  he  deems  such  action  to  be 
necessary  in  the  Interest  of  national  defense. 

(b)  A  similar  provision  for  exemption  from  apportionment  has  been  con¬ 
tinued  in  the  DOD  Appropriation  Acts  for  FY  66  to  FY  70.  The  President  exercised 
the  authority  granted  to  him  by  section  512  In  FY  65  to  FY  70.  This  allowed  the 
Services  to  obligate  total  year  funds  during  less  than  the  12-month  period,  as  neces¬ 
sary  to  meet  additional  requirements.  These  actions  led,  in  part,  to  Supplemental 
Appropriation  Acts  in  the  period  FY  65- FY  69. 

(2)  Emergency  Fund,  Defense  and  Transfer  Authority.  The  Department  of  Defense 
Appropriation  Acts  for  FY  65  to  FY  70  provided  a  budget  for  the  Research,  Development,  Test, 
and  Evaluation  (RDT&E)  Appropriation  under  Emergency  Fund,  Defense  (see  Table  5). 


^Department  of  Defense  bstructlon  7000. 3,  Claswificatton  of  Certnln  Provisions  of  DOD  Directive  7200. 1. 
Administrative  Control  of  Appropriations  Within  the  Deparlment  of  Defense.  20  March  1957,  as  amended. 
27  July  1965. 

^Apt'cndlx  to  the  Budget  of  the  Lilted  Statea  Government  for  Fiscal  Year  1965.  p.  184. 
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TABLE  5 

EMERGENCY  FUND  APPROPRIATIONS 


Fiscal  Year 

Amount 

1965 

$125,000,000 

1966 

125,000, 000 

1967 

125,000,000 

1968 

100,000,000 

1969 

50.000,000 

1970 

75,000,000 

These  funds  were  transferable  by  the  Secretary  of  Pefense>  subject  to  approval  by  the  BOB,  to 
any  appropriate  military  function,  t.e.,  RDT&E  (or  procurement  of  related  production).  In 
addition  to  tliese  funds,  the  Appropriation  Acts  authorized  that  an  additional  $350,000, 000  derived 
by  transfer  from  funds  availal^  for  obltgation  in  other  appropriations  in  the  given  fiscal  year; 
$150,000,000  of  these  funds  for  the  regular  Emergency  Fund  purposes,  and  $200,000,000  for 
other  purposes  vital  to  the  a>?aurity  of  the  United  States. 

(3)  Section  3732,  ^^sed  Statutes  (41  U.S.  Code  11).  This  section  as  amended 
tn  the  DOD  Appropriation  Act,  i967  (sec.  612),  reads  as  follows: 

"(a)  No  contract  or  purchase  on  behalf  of  the  United  States  shall  be  made 
unless  tne  same  is  authorized  by  law  or  is  under  an  appropriation  adequate  to  its 
fulfillment,  except  in  the  Departments  of  the  Army,  Navy,  and  Air  Force  for  clothing, 
subsistence,  fuel,  quarters,  transportation  or  niedlcal  and  hospital  supplies,  which, 
however,  shall  not  exceed  the  necessities  of  the  current  year. 

"(b)  The  Secretary  of  Defense  shall  Immediately  advise  the  Congress  of  the 
exerctse  of  the  authority  granted  in  subsection  (a)  of  this  section,  and  shall  report 
quarterly  on  the  estimated  oblintions  incurred  pursuant  to  the  authority  granted  in 
subsection  (a)  of  this  section. 

In  addition  to  this  authority,  the  DOD  Appropriation  Act  for  FY  66  (Sec.  512)  contains  the  follow¬ 
ing  provisions: 


"(b)  Upon  determination  by  the  President  tliat  such  action  is  necessary,  the 
Secretary  of  Defense  is  authorized  tc  provide  for  the  cost  of  an  airborne  alert  as  an 
excepted  expense  tn  accordance  with  uie  provisions  of  Revised  Statutes  3732  (41 
U.S.C.  11). 

"(c)  Upon  the  determination  of  the  President  that  It  is  necessary  to  Increase 
the  number  of  military  personnel  on  active  duty  beyondthenumberfor  which  funds  are 
provided  tn  this  Act,  the  Secretary  of  Defense  is  authorized  to  provide  for  the  cost 
of  sixh  Increased  military  personnel,  as  an  excepted  expense  In  accordance  with  the 
provisions  of  Revised  Statutes  3732  (41  U.S.C.  11)."^ 

Similar  provisions  are  contained  in  the  DOD  Appropriattcxi  Acts  for  FY  66  to  FY  70.  These 
authorities  provided  the  President  and  the  Secretary  of  Defense  some  flexibility  in  meeting 
changing  requirements  and  Section  3732  provisions  were  invoked  in  FY  66  and  FY  69. 

^Department  of  Defense  Appropriation  Act,  1967,  15  October  1966. 

Vkppendtx  to  the  Budget  of  the  United  States  Government  for  Fiscal  Year  1965,  p.  184. 
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(4)  Reprogramming  of  Appropriated  Funds  Within  an  Appropriation 

(a)  The  DOD  Appropriation  Acts  for  FY  66  to  FY  70  place  limitations  on 
transfer  authority  as  discussed  in  paragraph  3a  (2).  No  other  restrictions  were  placed  on 
reprogramming  actions  by  the  DOD  Appropriation  Acts.  Department  of  Defense  Directive 
7250.  5  of  4  March  1963  states  the  major  policies  of  the  DOD  with  respect  to  reprogramming 
proposals  and  actions  relating  to  the  appropriation  accounts  covered  by  the  DOD  Appropriation 
Acts.  The  reprogramming  policy  is  stated  in  the  referenced  Directive  as  follows: 

"The  Congressional  Committees  concerned  with  the  Department  of  Defense 
Appropriation  Acts  and  the  authorizing  Acts  related  thereto  and  the  Department  of 
Defense  have  generally  accepted  the  view  that  rigid  adherence  to  the  amounts  justi¬ 
fied  for  budget  activities  or  for  subsidiary  items  or  programs  may  unduly  jeopardize 
the  effective  accomplishment  of  planned  programs  in  the  most  business-like  and 
economical  manner,  and  the  unforeseen  requirements,  changes  in  operating  condi¬ 
tions,  revisions  in  price  estimates,  wage  rate  adjustments,  etc.,  require  some 
diversion  of  funds  from  the  specific  purposes  for  which  they  were  justified.  Re¬ 
programming  measures,  developed  in  consultation  with  the  Committees,  are  both 
necessary  and  desirable,  and  will  provide  a  firm  basis  for  retention  of  Congres¬ 
sional  control  over  the  utilization  of  Defense  appropriations  by  assuring  that  the 
Congressional  intent  is  carried  out  while,  at  the  same  time,  providing  a  timely 
device  for  achionng  flexibility  in  the  execution  of  Defense  programs." 

(b)  Additional  policies  relative  to  reprogramming  are  contained  In  the  Di¬ 
rective  and  these  policies  are  implemented  by  the  DOD  Instruction  7250. 10  of  5  March  1969. 

It  establishes  approval  requirements  and  related  operating  procedures  designed  to  ensure 
that  the  responsible  officials  respect  the  integrity  of  the  justifications  presented  in  suf^rt 
of  fund  authorizations  and  budget  requests.  This  also  provides  timely  information  with  re¬ 
spect  to  any  significant  deviations  from  approved  programs.  The  reprogramming  authority, 
provided  by  this  Instruction,  was  utilized  extensively  during  the  Vietnam  era  to  meet  new 
requirements  in  support  of  the  SE  Asia  efforts.  These  reprogramming  actions  did  not  In¬ 
crease  the  total  obligatlonal  authority  within  an  appropriation.  They  merely  diverted 
appropriated  funds  from  the  specific  purposes  for  which  they  were  justified  (purposes  for 
which  they  might  still  have  been  completely  justified)  to  purposes  considered  to  be  of 
higher  priority.  These  actions  often  led  to  the  solution  of  problems  but  created  otherproblems. 

(5)  Critical  Item  Procedures.  During  the  Vietnam  era  the  Secretary  of  Defense 
occasionally  approved  Service  procurement  of  critical  items  that  were  pending  approval  in  a 
Sui^lemental  Appropriation  Request  prior  to  the  passage  of  the  Supplemental  Appropriation  Act. 
This  allowed  the  Services  to  meet  certain  critical  requirements  for  SE  Asia. 

(6)  Emergency  Fund  Southeast  Asia.  The  DOD  Appropriation  Acts  for  FY  65  to 
FY  70  provided  funds  under  this  appropriation  as  shown  in  Table  6.  These  funds  were  made 
availal^  to  the  Secretary  of  Defense  for  transfer  to  any  appropriation  for  military  functions 
under  the  DOD  to  meet  SE  Asia  requirements. 

4.  IMPACT  OF  BUDGETARY  ACTIONS  ON  DEPARTMEJ4T  OF  DEFENSE  PROGRAMS- 
FISCAL  YEARS  1965-70 

a.  Budget  Policy.  The  nature  of  the  Vietnam  Involvement  probably  was  the  reason  for 
no  visible  ccnstraints  being  placed  on  the  national  economy.  The  extent  of  the  Involvement  never 
reached  the  point  where  constraints  such  as  wage  and  price  controls  and  rationing  were  Imposed, 
and  it  appeared  to  be  the  intent  of  the  President  to  avoid  such  a  level  of  conflict.  Normal  budg¬ 
eting  procedures  were  employed  and  strict  budget  planning  restricticns  v/ere  applied  within 
DOD.  These  restrictions  were  based  on  the  following: 
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Amounta 

$  700,000, 000  (dipplemental  Request) 
1,700,000,000  (Regular  Budget) 

0 

3,750,950,000  (SuppleiMuta)  Request) 
0 
0 


(2)  Termination  of  Combtu  Opemtlons  in  SouUyast  Asia.  During  the  early  years 
of  the  Vletni^  conflict,  the  Secretary  of  Defense  requested  DOD  appropriations  based  on  an 
assumption  of  an  early  end  of  the  conflict.  The  Secretary  of  Defense  said:  "But,  again,  1  want 
to  remind  you  that  for  purposes  of  developing  our  FT  1966>67  budget  requests  we  have  assumed 
that  combat  operations  in  SE  Asia  will  continue  through  June  30,  1967.  If  it  later  ai^ars  that 
combat  will  continue  beyond  that  date,  more  funds  will  be  needed  for  FY  67. 

(3)  Improved  Management  of  POD  Resources.  The  Secretary  of  Defem^e  policy 
dictated  the  purchase  of  only  adiat  was  needed  and  deferred  full  requirements  determination  as  a 
basis  for  funding  and  procurement  until  the  last  possible  date.  The  latter  was  accomplished  by 
employing  the  end>of>war  concept,  accepting  certain  risks,  partial  funding  of  known  require¬ 
ments,  depending  on  supplemental  appropriations,  and  requiring  reductions  in  or  cancellations 
of  lower  priority  programs. 

(4)  Reducing  Support  for  Non-Southeast  Asia  Areas.  The  reduced  support  provided 
for  non-Southeast  Asia  areas  resulted  in  deferring  maintenancFand  modernization.  The  DOD 
budgeting  policy  was  designed  for  a  war  that  was  closely  and  centrally  managed.  Rigid  In-country 
personnel  ceilings  were  Imposed  on  SE  Asia  and  operating  levels  were  controlled  at  the  seat  of 
government.  There  was  an  underlying  policy  to  avoid  overfunding  generating  excesses  by  the  end 
of  the  war.  Industrial  production  was  programmed  at  levels  only  slightly  higher  than  the  current 


®U.  8.  Congress,  House,  Posture  Statement.  Statement  by  Secretary  of  Defense  before  the  Armed  Services 
Committee  ou  the  Fiscal  Years  i9S7-7i  Defense  Program  and  1967  Defense  Budget,  8  March  1966,  p.  98. 


Fiscal  Year 

1965 

1966 

1967 

1968 

1969 

1970 
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consumption  rate  In  SE  Asia.  Congressional  policy  of  controlling  expenditures  of  the  Federal 
Government  also  had  a  marked  impact  on  DOD  buckets.  This  policy  was  exemplified  by  the 
Revenue  and  Expenditure  Control  Act  of  I960  (Public  Law  90-564),  which  "prodded  for  specific 
limitations  on  Iwdget  authority  and  outlays  in  19P9,  representing— for  the  programs  covered- 
reductions  of  $10  billion  and  $6  billion,  respectively,  below  the  levels  in  the  1969  budget  sent  to 
the  Congress  on  January  29,  1968.  The  DOD  was  assigned  half  of  the  $8  billion  expenditure 
reduction. 

b.  Delays  in  Appropriations.  A  contributing  factor  to  delay  In  the  passage  of  major 
appropriation  bills  has  been  the  continual  Increase  of  programs  that  require  authorizlr^  legisla¬ 
tion  before  appropriations  can  be  considered.  As  an  example,  a  requirement  has  been  Imposed 
on  DOD  appropriations  for  separate  authorization  for  the  procurement  of  aircraft,  missiles, 
tracked  vehicles,  RDT&E,  and  weapons  previously  not  required.  The  need  for  additional  au¬ 
thorizing  legislation  has  been  prompted  ^  other  members  of  the  legislative  branch  in  an  attempt 
to  exercise  a  voice  In  defense  affairs.  The  Increase  in  Federal  programs  related  to  national 
security  and  domestic  programs  also  contributed  to  delay  in  the  passage  of  appropriation  Ixlls. 

In  the  last  32  years  Federal  e.xpendltures  have  risen  from  $6.  8  billion  in  FY  38  to  an  estimated 
.^183. 7  In  FY  69.  Despite  this  rapid  Increase  in  Federal  expenditures  and  the  greater  complexity 
of  programs  to  be  considered,  i.e. ,  sophisticated  weapons  systems,  space  exploration,  urban 
development,  the  congressional  procedures  to  authorize  programs  and  appropriate  funds  remain 
essentially  the  same  as  those  practiced  30  to  40  years  ago. 

c.  Impact  In  Delays  in  App^riations.  The  financial  management  procedures  (such  as 
reprogiximnnngTHIonsJTKaniaH'toBe'empIoyed  because  of  the  delays  In  appropidatlons  did  pre¬ 
vent  some  of  the  support  from  being  provided  In  a  timely  manner.  However,  all  Services  re¬ 
ported  that  the  support  for  SE  Asia  was  not  adversely  affected  by  delays  in  appropriations.  The 
impact  of  delays  on  other  OOD  operations,  however,  was  continuous  throughout  the  Vietnam  era 
and  is  discussed  in  the  succeeding  paragrai^s. 

(1)  For  each  of  the  fiscal  years  1985  to  1970,  the  Congress  passed  a  continuing 
resolution  that  permitted  Government  agencies  to  continue  functioning  on  a  interim  basis  and  at 
the  same  rate  as  authorbed  for  the  previous  fiscal  year.  In  addition  to  the  relief  granted  by  the 
continuing  resolution,  use  of  the  Critical  Items  Procedures,  Exemption  from  Apportionment, 
Invocation  of  Section  3732,  Revised  Statutes  (41  USC  11)  and  Reprogramming  of  Appropriated 
Funds  within  an  Appropriation  (all  discussed  In  paragraph  3)  were  employed  In  an  effort  to  ensure 
against  adverse  affects  of  late  appropriations. 

(2)  Despite  these  procedures  that  were  employed  to  offset  the  effects  of  delayed 
appropriations,  the  Services  experienced  a  chaotic  and  uncertain  period  with  each  delay.  As 
slated  previously,  support  for  SE  Asia  was  provided,  through  the  process  of  reprogramming 
actions;  but,  In  many  cases.  It  was  at  the  e;q>ense  of  other  important  programs. 

(3)  The  Impact  of  such  delays  In  the  passage  of  appropriation  biUs  cannot  be 
measured  precisely.  Nevertheless,  certain  positive  and  specific  examples  can  be  cited  that 
demonstrate  the  adverse  effects.  This  sltuaUon  seriously  interferes  with  planning  projectiems 
and  nuikes  for  Inefficient  and  uneconomical  utilisation  of  resources.  Compounding  this  problem 
Is  the  complex  task  of  attempting  to  manage  different  phases  and  funds  for  programs  of  several 
concurrent  years.  For  example,  (a)  in  the  spring  the  Services  Justify  the  budget  for  the  next 
fiscal  year  to  the  Congress,  (b)  manage  operations  under  the  ai^roprlatlons  of  the  current  year, 
and  (c)  initiate  the  preparation  of  the  budget  for  the  fiscal  year  after  next  which  must  be  sub¬ 
mitted  to  the  Secretary  of  Defense  on  1  October.  This  results  in  an  especially  crtticai  condition, 
since  the  Services  are  attempting  to  justify  budget  requests  for  the  next  fiscal  year  ./hen  they  are 
unaware  of  funding  levein  established  for  the  current  year. 

(4)  Probably  the  most  trying  proUems  that  artse  within  the  Services  are  experi¬ 
enced  in  tho  area  of  construction  and  procurement  of  major  equipment.  Although  planning 


^'KxtHurtve  Office  of  the  l»resl(lent.  Bureau  of  Uic  Budget,  The  Budget  to  Brief,  Fiscal  Yoar  I9?0.  p.  16. 
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estimates  are  calculated  with  greai  care  and  provisions  are  made  for  cost  increases,  deiayed 
appropriations  often  complicate  and  delay  the  award  of  the  contract  and  resuit  in  substantial 
escalation  of  procurement  costs  plus  additionai  management  effort  and  a  duplication  of  the  tedi¬ 
ous  review  and  justification  process.  Not  oniy  are  these  real  costs  in  hard  dollars,  but  they 
also  impose  an  increase  in  additional  work  for  key  officials  who  could  devote  their  time  and 
effort  to  more  productive  endeavors. 

d.  Funding  Levels 


(i)  Aii  Services  reported  that  adequate  funds  were  made  available  to  support  their 
SE  Asia  efforts.  They  also  reported  that  these  funds  often  came  front  non-SE  Asia  areas  of 
their  budgets.  The  Air  Force  reported  that;  ". .  .the  overall  impact  of  SE  Asia  on  the  Air  Force 
budget  resulted  in  a  low  level  of  major  equipment  and  plant  modernization  since  1965,  particu¬ 
larly  in  the  strategic  offensive  and  defensive  aircraft  programs.  Modernization  programs  in  all 
accounts  were  stretched  or  deferred. . .  Military  Construction,  including  military  family  housing, 
replacement/modemizatlon  prc^rams  have  been  deferred. 


(2)  The  Air  Force  further  stated,  "To  adequately  fund  the  Vietnam  requirements  to 
fight  a  war  has  made  it  necessary  for  the  entire  Air  Force  to  tighten  its  belt  and  perform  with 
reduced  funding.  Any  Increased  requirements  either  unprogrammed  or  simply  unfunded,  neces¬ 
sary  for  the  suRwrt  of  the  Air  Force  Units  in  Southeast  Asia  have  been  funded. 

(3)  The  Air  Force  made  deferrals  elsewhere  as  necessary  to  fund  Vietnam  until 
additional  funding  was  obtained  through  supplemental  appropriations.  ". . .  Tightening  our  belts 
throughout  the  Air  Force  for  Vietnam  has  resulted  in  Intensified  management  of  assets.  Proba¬ 
bly  the  most  obvious  impact  of  less  funding  nutside  Southeast  Asia  is  the  deferral  of  Civil  En¬ 
gineering  Projects  by  contract  which  increases  the  depreciation  of  our  Investments  at  a  greater 
tijan  anticipated  rate. 

(4)  The  Air  Force  also  reported  that,  "Prior  to  the  beginnii^  of  the  Southeast 
Asia  buiidup  in  Fiscal  Year  1965,  the  annual  program  level  of  the  Other  Procurement  Air  Force 
Appropriation  averaged  $900  to  $1, 100  million.  The  bulk  of  these  funds  were  required  to  main¬ 
tain  the  force  in  being,  training,  etc. ,  with  the  balance  used  to  modernize  the  force,  particu¬ 
larly  tactical  operations  supporting  the  reoriented  strategy  of  flexible  response  which  was  intro¬ 
duced  early  in  the  Kennedy  Administration.  Significant  beginnings  were  made  in  development 
and  initial  procurements  of  Tactical  Air  Control  ground  environment,  advanced  Reconmdssance 
data  correUtion  and  interpretation  equipment.  Strike  Command,  Command  and  Control  systems 
and  bare  base  equipment.  Provisions  were  also  made  to  introduce  newer  equipment  into  Air 
National  Guard  and  Reserve  units.  As  operations  built  up  in  SEA,  understandably,  CONUS  units 
and  other  Overseas  Commands  Including  the  Guard  and  Reserve  bore  the  brunt  of  the  Initial 
equipment  deployment  to  SEA  In  that  such  units  were  In  majiy  cases,  stripped  cf  unit  equipment 
which  was  then  diverted.  During  the  phase  of  heavy  expenditures  in  munitions  and  other  equip¬ 
ment  related  to  combat  operations,  modernization  was  almost  totally  deferred,  along  with  nor¬ 
mal  replacement  of  existing  equipment  due  to  age,  condition  and  reparable  cost  effectiveness. 
Further  complicating  this  Is  the  uncertainty  of  how  much  of  the  material  and  equipment  now  in 
Vietnam  and  surr^inding  areas  will  be  in  fact  returned  to  the  CONUS  or  other  Air  Force  units, 
and  in  what  condition  is  this  gear,  how  mi  ch  continuing  support  will  be  rend  red  to  the  Vietnam¬ 
ese  assuming  some  combat  levels  are  maintained  and  how  \411  such  support  be  funded. 


•T 

Chief,  Bucket  Correlation  Branch,  Financial  Policy  and  Analysis  Division,  Directorate  of  Budget,  Head- 
quarten.  U.  8.  Air  Force,  Memorandum  For  Record,  subject:  Briefing  Discussion  for  Joint  Loelstlcs 
Review  Board  (Financial  Management  Team,  Task  Force  B).  9  December  1969. 

^XUd- .  Attachment  3,  p.  4. 

^^hbld. ,  Attachment  4,  p.  1. 
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Prubabiy  nu  other  appropriation  shows  the  deferral  of  modernization  during  the  FY  65  •  FY  70 
period  as  clearly  as  the  Shipbuilding  and  Conversion,  Navy  (SCN),  which  included  very  little 
support  for  SE  Asia.  The  SCN  .Appropriati(^s  for  this  period  are  Indicated  in  Table  7. 


TAfiLE  7 

SHIPBUII.PT  iG  AND  CONVERSION  APPROPRIATIONS 


Fiscal  Year 

New  Obllgational  Autho 

1965 

$.1,905,376,000 

1966 

1,522,156,000 

1967 

1.756,700,000 

1968 

1,297,000,000 

1969 

620,700.000 

1970 

2,490,300,000 

(5)  The  Secretary  of  the  Navy  !-aid  that,  . .  the  Navy  needs  a  10*year  shipbuild¬ 
ing  program  of  at  least  $3.  S  billion  a  year.  The  program  authorized  in  this  bill  would  be  the 
start  of  a  5-year  program  at  a  slightly  higher  level.  Despite  the  mai.y  times  the  Armed  Services 
Committee  in  the  past  has  caiied  attention  to  the  block  obsolescence  of  the  Navy,  little  has  been 
done  about  it  until  now.  It  should  be  emphasized  we  do  not  want  a  one-iLne  Crash  program  that 
will,  in  turn,  build  another  problem  of  block  obsolescence  in  later  vears;  what  is  contemplated 
here  is  the  beginning  of  a  long-range  modernization  of  the  Navy. 

(6)  The  Secretary  of  Defense  stated  that  as  of  31  December  1966  the  average  age 
of  the  Navy's  906  ships  was  17  years.  He  further  stated  that  tlie  projected  average  age  of  the 
fleet  olanned  for  In  the  5-year  defense  program  would  go  to  an  average  age  in  1977  of  13  years, 
with  a  reduction  In  the  number  of  ships  to  766.  He  also  noted  "We  have  planned  a  vigorous  ship¬ 
building  and  conversion  program  over  the  next  decade,  averaging  about  $3  billion  in  the  next  5 
years. "12 


(7)  Another  indication  of  the  Services  inaUlity  to  modernize  forces  during  the 
Vietnam  era  Is  the  average  age  of  naval  attack  and  fighter  aircraft  which  ^vill  have  increased  by 
more  than  40  percent  between  the  start  of  FY  65  and  the  end  of  FY  71  and  will  have  doubled 
between  1960  and  lS7C.  12 

(8)  Shortages  In  operation  and  maintenance  (O&M)  funds  during  the  FY  65-FY  70 
period  have  caused  an  increase  in  the  backlog  of  non-SE  Asia  support  areas.  For  Instance,  the 
backlog  ci  essential  maintenance  of  real  pre^rty  in  the  Navy  has  increased  from  $160. 4  million 
at  the  end  of  FY  64  to  $270. 4  million  at  the  end  of  FY  69.  It  is  estimated  that  this  figure  will 
grow  to  at  least  $313. 1  million  by  the  end  of  FY  70.  In  a  similar  area  the  number  of  combat 


^  ^llouse  Armed  Service  Committee  Report  on  FY  1970  Authorization,  H.  R.  Report  No.  91-522,  p.  56. 
^•House  Armed  Service  Committee  Report  No.  91-44,  pp.  1777  and  1778. 

^^Capt.  G.  K.  Gregory,  USN,  Office  of  the  Chief  of  Naval  Operatlona,  Dlacusalcn  held  In  Wi  shlngton,  D.  C., 
16  December  1969. 

^■*Capt.  K.  P.  K.  King,  USN.  Office  of  the  Chief  of  Naval  Operatioas,  Discussion  held  In  Washington,  D.  C. , 
16  December  1969. 
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type  of  naval  aircraft  in  a  deferred  maintenance  status  at  the  end  of  the  fiscal  year  during  the 
SE  Asia  period  has  grown  as  shown  in  Table  8.^^ 


TABLE  8 

DEFERRED  AIRCRAFT  MAINTENANCE 


Fiscal  Year 

No.  of  Aircraft 

1966 

337 

1967 

352 

1968 

898 

1969 

779 

1970 

1208* 

* 

Projected. 


(9)  The  Marine  Corps  reported  that  the  fifth  echelon  rebuild  of  Fleet  Marine 
Force  ground  equipment  will  have  developed  an  estimated  work  backlog  of  $12,000,000  by  the 
end  of  FY  70  (5  or  6  months  work)  and  more  than  $17,000,000  by  the  end  of  FY  71  from  an 
essentially  no  backlog  position  in  FY  65. 16 

(10)  The  impact  of  shortages  of  maintenance  funds  is  discussed  in  detail  in  the 
Maintenance  Monograph. 

e.  Projects  683,  693,  and  703.  These  three  projects  required  a  $3  billion  expenditure 
reduction  below  the  outlay  levels  in  the  DOD  budgets  sent  to  the  Congress  in  FY  68,  FY  69,  and 
FY  70,  respectively.  Actions  required  to  meet  the  expenditure  reductions  had  severe  impacts 
on  Service  programs.  Since  first  year  expenditures  are  much  higher  in  the  O&M  and  Military 
Personnel  Appropriations  than  in  other  appropriations,  these  two  appropriations  are  the  first 
two  considered  when  an  expenditure  reduction  is  directed.  Thus  these  appropriations  provided 
a  large  portion  of  the  savings  applied  to  Projects  683,  693,  and  703.  One  of  the  most  difficult 
problems  that  the  Services  encountered  with  these  projects  was  the  delay  in  developing  the  final 
reduction  lists.  Since  reductions  were  made  from  the  President’s  budget  submission,  the  final 
reduction  lists  could  not  be  made  until  the  Appropriation  Acts  became  laws.  This  delayed  com¬ 
pletion  of  the  reduction  lists  until  29  September  1967,  17  October  1968,  and  29  December  1969 
for  FY  68,  FY  69,  and  FY  70,  respectively.  Thus  the  Services  were  well  into  the  fiscal  year 
before  they  knew  what  program  reductions  were  needed  to  meet  the  required  expenditure  re¬ 
duction.  This  situation  creates  a  chaotic  condition. 

5.  CONCLUSIONS 


a.  An  integrated  Planning,  Programming,  and  Budgeting  System  provides  a  basically 
sound  structure  within  the  Department  of  Defense  for  adequate  financial  management.  The  office 
of  the  Secretai'y  of  Defense  must  issue  timely  guidance  for  it  to  function  effectively  (Appendix  A). 

b.  National  policies  during  the  Fiscal  Years  1965  to  1970  inHuenced  financial  manage¬ 
ment  decisions  and  budgetary  actions  for  financing  the  Vietnam  conflict.  These  policies  led  to 
the  exercise  of  tight  centralized  financial  controls  (paragraph  4a(l)(b)). 

^®Mr.  Lee  Stevens,  Naval  Air  Systems  Command,  IMscusston  held  In  Washington,  D.  C.,  16  Dt?cember  1969. 
^®Col.  R.  J.  Bollsh,  USMC,  Discussion  held  In  WasMngton.  D.C. .  23  December  1969. 
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c.  Within  the  framework  of  these  policies,  the  Secretary  of  Defense  initially  requested 
Department  of  Defense  appropriations  on  a  basis  certain  to  require  supplemental  funds  if  there 
was  not  an  early  end  to  the  conflict.  As  the  war  continued,  supplemental  requests  became  the 
routine  means  of  financing  logistic  requirements  above  the  initial  level  of  funding.  Frequent 
reprogramming  actions  and  other  financial  management  procedures  were  employed  to  offset 
delays  in  ultimately  providing  the  funds  required  for  SE  Asia  support  (paragraph  3a). 

d.  In  general,  logistic  support  levels  for  SE  Asia  were  not  adversely  affected  by  delays 
in  congressional  appropriations  (paragraph  4c). 

e.  Adequate  funds  were  made  available  to  support  the  SE  Asia  effort,  but  providing  these 
funds  on  a  priority  basis  frequently  resulted  in  underfunding  non-SE  Asia  programs  and  created 

a  degradation  in  readiness  in  other  areas  of  U.S.  commitment  as  well  as  long-range  effects  on 
modernization  of  facilities,  scheduled  maintenance  programs,  and  certain  major  weapon  system 
procurements  (paragraph  4d). 

f.  Congressional  actions  provided  adequate  budget  flexibility  during  the  buildup  phase 
of  the  Vietnam  era  (paragraph  3a). 

g.  Secretary  of  Defense  procedures  for  incremental  release  of  funds,  and  reprogram¬ 
ming  actions  created  management  difficulties  in  all  Services,  and  at  times  delayed  the  SE  Asia 
effort  (paragraph  4c). 

h.  One  year  expenditure  reduction  programs,  similar  to  Project  693,  created  chaotic 
conditions  within  the  Department  of  Defense.  Since  reductions  were  made  from  the  President's 
budget  submission,  the  final  reduction  lists  could  not  be  made  until  the  Appropriation  Acts  be¬ 
came  laws.  Because  of  delays  In  these  acts,  the  Services  were  well  Into  the  fiscal  year  before 
they  could  make  program  adjustments  to  meet  the  required  expenditure  reductions  (paragraph  4e). 

1.  The  SE  Asia  effort  received  substantial  augmentation  from  supplemental  appropri¬ 
ations.  Since  these  acts  were  repeatedly  passed  late  in  the  fiscal  year  or  early  In  the  following 
fiscal  year,  operations  under  such  funding  were  made  possible  by  offsetting  exemptions  from 
apportionments,  reprogrammings,  critical  item  procedures,  use  of  emergency  funds,  and  the 
Invocation  of  Section  3732^®  of  the  Revised  Statutues  (41  USC  11)  (paragraph  3a). 


Project  693  required  a  $3  billion  e.xpendlture  reduction  within  DOD  In  FY 69. 
^^Thls  Is  the  deficiency  authority  for  the  basic  support  troops. 


CHAPTER  IV 

FINANCING  OF  OPERATIONAL  EXPENSES 


1.  INTRODUCTION 


a.  As  indicated  in  Chapter  I,  the  Terms  of  Reference  for  the  Joint  Logistics  Review 
Board  directed  that  particular  attention  be  given  to  the  financial  controls  exercised  by  the  De¬ 
partment  of  Defense  (DOD)  during  the  Vietnam  era.  Financial  controls  can  be  interpreted  a 
number  of  ways;  e.g. ,  in  a  narrow,  restrictive  sense  it  connotes  constraining  and  limiting 
the  commander's  prerogatives.  Conversely,  it  can  be  considered  as  management  information 
that  may  assist  the  commander  in  judging  the  efficiency  of  his  operations  within  his  units  with 
particular  attention  to  the  supply  discipline  being  attained  by  the  command. 

b.  The  purpose  of  this  chapter  is  to  discuss  funding  under  the  operation  and  mainte¬ 
nance  (O&M)  appropriation  and  to  determine  the  extent  that  financial  management  controls  are 
advisable  during  combat  operations.  A  significant  segment  of  O&M  funds  are  utilized  to  de¬ 
fray  the  cost  of  personnel  and  contractual  services.  However,  the  following  discussion  is 
directed  primarily  to  the  billions  of  dollars  that  are  expended  to  finance  the  consumable 
materiel  required  to  support  combat  units,  combat  support  units,  and  combat  service  support 
units  In  a  combat  environment.  Financial  controls  associated  with  such  expenditures  can  be 
traced  directly  to  the  initiation  of  a  supply  action  at  the  consumer  or  operational  level  of 
command.  Consequently,  the  extent  of  interface  between  the  supply  and  financial  systems  be¬ 
low  the  stock  fund  level  within  the  respective  Services  are  included  In  this  monograph. 

2.  FINANCIAL  PROCEDURES 

a.  Army 

(1)  General.  The  rapid  buildup  of  forces  in  Vietnam  in  1965  created  the  need 
for  developing  and  Installing  a  system  that  would  properly  record  the  expenses  related  to  the 
war  effort  and  provide  a  basis  for  budgeting.  The  Army  did  not  possess  this  capability  In 
Vietnam  owing  to  the  inadequacy  of  automatic  data  processing  systems  (ADPS)  and  a  shortage 
of  qualified  personnel  to  install  and  operate  these  systems.  Accordingly,  financial  controls 
and  reporting  were  generaliy  accomplished  by  the  Commanding  General,  U.  S.  Army,  Pacific 
(USARPAC),  at  locations  other  than  Vietnam.  The  Logistic  Control  Office,  Pacific  (LCO-P), 
San  Francisco,  California,  was  designated  as  the  continental  United  States  (CONUS)  focal 
point  through  which  all  Vietnam  Redball  requisitions  and  their  status  were  processed.  In 
addition,  The  Department  of  the  Army  established  the  U.  S.  Army  Operating  Cost  Agency  in 
Vietnam  to  develop  cost  data  associated  with  in-country  support  operations.  Both  the  requi¬ 
sitioning  function  and  that  of  financial  control  for  the  entire  Pacific  area  had  been  accom¬ 
plished  by  the  Oversea  Supply  Agency  prior  to  Us  disestabUshment  in  1964. 

(2)  Fund  Allocation 

(a)  In  FY  66  O&M,  Army  (OMA),  funds  received  by  USARPAC  for  the 
support  of  U.  S.  Army,  Vietnam  (USARV),  were  issued  to  General  Operating  Agency  (GOA) 

86  of  the  U.  S.  Army,  Ryukyu  Islands  (USARYIS).  Constantly  Increasing  requirements  for 
materiel  and  the  nec'^ssity  for  frequent  justification  and  defense  of  additional  stock  fund 
obligational  author{>>  prompted  the  Department  of  the  Army  In  July  1966  to  approve  a 
USARPAC  proposal  authorizing  USARV  to  cite  OMA  funds  on  requisitions  passed  to  CONUS. 

At  the  beginning  of  FY  67,  GOA  60  was  established  at  USARPAC  and  assigned  the  respon¬ 
sibility  for  managing  all  funds  provided  for  the  support  of  SE  Asia.  That  responsibility  was 
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discliar^ied  by  GOA  80  issuing  allotments  to  l  i  separate  activities  in  widely  scattered  geograph¬ 
ical  locatiuns  some  of  which  were  in  CONUS.  Accounting  control  was  exercised  by  each  activity 
and  financial  reports  v^’ero  submitted  n'onthly  to  USARPAC. 

(b)  Based  on  a  Department  of  the  Army  study  of  the  Army  logistic  system  in 
support  of  SE  Asia,  a  recommendation  that  the  financial  system  be  revised  to  provide  for  cen¬ 
tralized  accounting  of  funds  was  made  in  October  1966.  On  28  December  1966,  the  Department 
of  the  Army  approved  the  establishment  of  the  Centralized  Financial  Management  Agency  (CFMA) 
in  Hawaii  with  the  responsibility  for  maintaining  control  o\‘er  ali  funds  expended  in  support  of 
Army  operations  in  Vietnam  except  those  funds  allotted  in-country  and  the  funds  allocated  to 
USARVIS  from  Okinawa  support  activities.  Control  of  funds  lor  supplies  fui-nished  from 
USARYIS  depot  inventories  also  came  under  CFMA’s  control. 

(c)  The  activation  of  tne  CFMA  simplified  USARPAC's  complicated  funding 
channels  by  reducing  the  number  of  allotments  from  14  to  2,  one  issued  to  USARV  for  In-country 
requirements  and  the  other  issued  to  the  CFMA  for  out-of-country  support. 

(3)  Supply  and  Financial  Systems  Interface 

(a)  The  underlying  concept  of  the  CMFA’s  operation  is  that  a  copy  or  image 
of  all  out-of-country  requisitions  are  received  in  a  central  file  and  the  requisitions  are  adjusted 
upon  £  subsequent  receipt  of  supply  status  information  from  suppliers.  The  intent  is  that 
sufficient  funds  are  reserved  to  obligate  and  expend  the  correct  amount  when  a  bill  is  received 
from  a  supplier.  The  system  has  not  functioned  efficiently  because  of  several  conceptual 
weaknesses. 


(b)  Although  supply  provisioning  is  not  considered  a  problem,  effective 
financial  control  and  budgeting  connected  with  logistical  support  has  not  yet  been  attained  to  the 
degree  desired  by  the  command  in  Vietnam.  The  forecasting  of  fund  requirements  Is  a  major 
problem  area  partly  because  there  Is  no  single  control  point  for  requisitions  and  supply  status 
reports  relative  to  out-of-country  support.  Approximately  500  Army  of  the  Republic  of  Vietnam 
(ARVN),  and  contractor-operated  activities  in  Vietnam  are  authorized  to  initiate  an  action 

that  will  affect  the  funds  administered  by  CFMA.  Some  difficulty  has  been  encountered,  to  date, 
In  collecting  the  volume  of  documentation  of  these  activities  both  to  and  from  CONUS.  1 

(c)  The  CFMA  Is  not  In  the  direct  flow  of  Military  Standai-d  Requisitioning 
and  Issue  Procedures  (MILSTRIP)  transaction  documents  and  does  not  routinely  receive  status 
Information  on  requisitions  held  by  CONUS,  Defense  Supply  Agency  (DSA),  and  General  Services 
Administration  (GSA)  suppliers.  The  LCO-P,  San  Francisco,  California,  provides  supply 
status  data  to  CFMA  and  could  provide  additional  financial  management  data.  The  ability  of  the 
Army's  primary  fiscal  agency,  the  CFMA,  to  exercise  financial  control  largely  depends  on 
agencies  external  to  USARPAC  for  providing  vital  financial  data  on  a  voluntary  basis. 

(d)  The  InaUllty  of  the  Rnancial  agency  to  determine  fund  requirements  from 
the  requisitioning  process  led  to  the  Department  of  the  Army  decision  not  to  create  a  financial 
obligation  until  a  billing  is  received  fron)  the  supplier.  In  lieu  of  the  creation  of  an  obligation, 
CFMA  uses  a  fund  reservation  file.  When  supply  and  shipment  status  are  received  on  requi¬ 
sitions  not  held  by  CFMA,  the  data  serve  to  post  an  entry  to  the  fund  reservation.  During  FY  69, 
CFMA  established  fund  reservations  of  more  than  $3.  5  billion.  Of  this  amount,  only  $1. 4  billion 
represented  requisition  copies  or  images  received  at  CFMA  through  the  USARPAC  normal 
supply  system.  The  remaining  $2. 1  billion  was  posted  from  supply  and  shipment  status  docu¬ 
ments  ultimately  provided  by  tlte  supplier  or  LCO-P.  Eventually,  $1.05  billion  was  purged 
fi'om  the  record  because  of  the  lack  of  status  or  other  advice  information. 


*1!.  S.  Army.  Pacific,  Briefing  to  JLUn  Financial  Man.agement  Team,  subject:  Centralized  Financial  Man- 
.Tgoment  <Vgency  for  SUp;>ort  of  .South  Vietnam.  2  December  1969. 
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(e)  To  alleviate  this  situation  CFMA  has  proposed  that  a  central  control 
point  be  established  through  which  all  transactions  would  flow  for  supply  and  fund  management 
purposes.  The  proposal  is  currently  under  study  by  the  Department  of  the  Army.  In  addition, 
efforts  by  CFMA  to  centralized  all  out-of-country  requisitioning  under  control  of  the  Inventory 
Control  Cei'ter,  Vietnam  (ICCV),  the  Aviation  Materiel  Management  Center,  and  the  32d  Medical 
Depot  have  been  designed  v/ith  the  goal  of  obtaining  financial  information  as  close  to  the  source 
as  possible.  Furthermore,  USARPAC  is  in  the  process  of  installing  a  mechanized  supply  and 
financial  system  (3S)  to  support  supply  activities  located  in  the  Pacific.  When  3S  is  operational, 
the  CFMA  will  then  obtain  tape  images  of  requisitions  the  ICCV  and  depots  have  submitted  to 
out-of-country  sources  and  tapes  depicting  successor  status.  These  actions  should  materially 
increase  the  validity  of  the  CFMA  fund  reservation  file. 

(f)  Some  weaknesses  are  present  in  the  siq>ply  and  financial  management 
systems.  One  has  been  discussed^the  lack  of  a  central  control  point  through  which  all  docu¬ 
mentation  flows  for  positive  supply  and  fund  control  purposes.  The  other  is  the  absence  of 
financial  data  for  assisting  the  commanders  in  the  management  of  their  resources.  The  basic 
guideline  for  operating  the  Army  logistical  system  in  SE  Asia  was  that  supply  documents  would 
be  released  from  Vietnam  without  financial  restriction  and  financial  accounting  for  items  would 
be  dropped  upon  issue  from  theater  stocks.  In  early  1969  the  Army  revised  its  policy  of  un¬ 
restricted  requisitioning  to  one  of  a  priority  of  requirements  within  programmed  dollar  goals. 

(g)  The  changes  to  the  financial  policy  and  management  are  quoted  in  part: 

"The  purpose  of  the  Centralized  Financial  Accounting  System  in  Support  of 
U.  S.  Army  Forces  in  Vietnam,  as  established  by  DA  directives  on  1  July  1967,  was 
to  centralize  the  bill  paying,  data  accumulation,  and  fund  forecasting  functions  at 
one  location.  There  was  to  be  no  financial  restriction  on  USARV  material  require¬ 
ments.  Further,  Fund  utilization  was  to  be  governed  by  supply  discipline,  1.  e. , 
buying  only  what  was  needed  In  the  quantities  required. ...  the  Department  of  the 
Army  now  envisions  a  definite  departure  from  unrestricted  requisitioning  to  a  dis¬ 
ciplined  program  of  ordering  what  Is  nee<^  at  the  source  within  available  re¬ 
sources,  . "2 

(h)  The  basic  objective  in  the  programmed  dollar  goal  concept  was  the  de¬ 
velopment  of  a  resource  management  capability  that  would  Identify  fund  utilization  and  permit 
factual  justifications,  reporting,  budgeting,  and  fund  requirement  forecasting.  The  dollar  goals 
were  developed  on  a  quarterly  tosls  for  FY  70  and  promulgated  to  USARV  In  April  1969. 

(i)  The  decision  not  to  impose  dollar  targets  below  the  depot  level  in 
USARV  results  In  limited  control  over  the  number  of  requisitions  initiated  by  the  supported 
combat  commands.  The  depots  drop  accounting  upon  Issue  of  an  Item,  and  combat  commanders 
are  not  provided  with  regularly  scheduled  mechanized  supply  reports  expressed  In  financial 
terms  that  provide  a  comparison  of  the  cost  of  supplies  consumed  with  funds  authorized.  These 
commanders  have  unlimited  drawing  rights  as  do  their  counterparts  in  the  other  Services.  The 
basic  difference  Is  that  the  other  Service  commanders  are  provided  feedback  Information  that 
assists  them  In  measuring  and  controlling  their  supply  procedures.  The  establishment  of  finan¬ 
cial  targets  on  the  operating  units  helps  to  control  requisitioning,  which  If  abused  can  distort 
demand  data  In  the  depots'  files,  Inflate  requirements  forecast,  and  lead  to  excesses.  The  re¬ 
vised  Army  support  system  now  under  development  will  not  provide  financial  Information  to 
Commanders  on  an  automatic  basis;  however.  It  Incorporates  the  capability  to  stratify  cost 
data  by  customer  as  required. 

(j)  The  capability  of  a  suf^ly  system  to  Identify  the  end  user  of  the  Issue 
and  the  establishment  of  a  financial  target  on  the  user's  requlsltlonal  authority  assist  In  the  de¬ 
velopment  of  sut^ly  discipline.  At  present  the  Aruiy’s  logistic  systen)  in  Vietnam  docs  not  have 
these  characteristics;  consequently,  no  formal  relationship  exists  between  supply  and  finance  at 
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the  using  unit  level.  Identification  of  the  end  user  at  the  depot  level,  however,  will  materially 
contribute  to  command  maintenance  of  supply  discipline. 

(4)  Reporting  System 

(a)  The  primary  financial  report  prepared  by  CFMA  is  the  RCS  CSCAB-254, 
which  is  submitted  monthly  to  DA.  The  first  report  was  submitted  on  31  October  1969.  In  this 
report  receipts  and  issues  of  consumer-owned  inventory  in-country  as  reported  by  fCCV  and  the 
Aviation  Materiel  Management  Center  are  portrayed  as  is  financial  information  compiled  from 
the  accounting  records  of  CFMA.  Planned  fund  reservations  and  obiigations  are  sho'vn;  actual 
obligations  are  presented  and  compared  to  the  planned  obligation  rate. 

(b)  Basic  to  any  overall  system  that  has  interaction  between  supply  and 
financial  matters  is  the  requirement  for  a  rigidly  prescribed  set  of  procedures  that  govern  the 
timing  and  conduct  of  the  reconciliation  of  supply  and  fiscal  records.  In  October  1969,  a  rec¬ 
onciliation  was  conducted  by  CFMA.  The  resuUs  of  its  first  reconciliation  with  the  U.  S. 

Army  Materiel  Command  (AMC),  DSA,  and  GSA  were  accomplished  by  providing  listings  and 
foilow-up  punched  cards  for  185,704  outstanding  requisitions  to  LCO-P.  The  documents 
matched  136,096  requisitions  held  hy  LCO-P.  The  LCO-P  prepared  and  forwarded  MIl^TRIP 
follow-up  cards  to  the  last  known  source  of  supply  for  the  49, 608  unmatched  documents.  In 
addition,  LCO-P  provided  CFMA  with  tapes  of  more  than  92,000  requisitions  held  in  their  rec¬ 
ords  but  i.ot  in  CFMA’s.  The  tapes  were  used  by  CFMA  to  establish  fund  reservations  in 
December.  The  initiation  of  such  reconciliation  procedures  will  improve  considerably  the 
financial  control  exercised  by  the  CFMA. 

(5)  Budgeting.  Since  there  was  no  capability  in  Vietnam  to  determine  and  project 
funding  requirements  for  the  procurement  of  stockage  and  troop  consumption  items,  necessary 
budget  estimates  were  developed  by  USARPAC  based  on  best  available  records  and  assumptions. 
Budget  estimates  were  based  on  per  man-year  costs  and  flying  hour  costs  developed  from 
historical  records.  The  Arniy  recognized  ttot  this  procedure  was  a  limited  substitute  for  sound 
budgeting  techniques  as  attested  to  1^  the  following  analysis.  "Per-man  costs  are  so  numerous 
and  so  varied  in  range  that  any  sii^le  such  cost  is  not  representative  of  all  such  costs.  Thus, 
extreme  caution  should  be  exercised  when  using  such  costs  for  cost  computations.  Per  capita 
costs  based  on  the  organic  division  may  vary  significantly  from  per  capita  costs  based  on  the 
support  slice  man.  "3  The  establishment  of  financial  controls  at  the  ICCV  level  should  create 
improved  cost  data  for  future  budget  years. 

(6)  Summary.  The  ^  my’.-  peacetime  financial  management  system  was  not  in¬ 
troduced  in-country  until  1969,  Tht  orgsjiizational  structure  for  monitoring  the  system  has  u 
critical  wealmess,  namely,  the  lack  of  a  single  point  of  control  over  supply  documents  leaving 
Vietnam.  This  factor  seriously  inipairs  CFMA  in  its  effort  to  capture  and  manage  the  financial 
data  required  for  fund  forecasting.  However,  dollar  targets  placed  at  the  depot  level  do  provide 
theater  senior  commanders  with  a  capability  of  measuring  supply  discipline,  through  direct 
support  ’«niis  (DSU). 

b.  Navy 

(1)  General 

(a)  The  Navy's  concept  of  complete  mobility  requires  the  enmmander  to 
have  direct,  positive  control  over  the  financial  resources  needed  to  execute  assigned  missions. 
Experience  gained  during  World  War  II  and  tlie  Korean  War  cor.fir.med  the  wisdom  of  this  policy 
when  it  is  applied  to  minimize  the  administrative  load  placed  on  the  smaller  commands.  The 


U.  S.  Army  Field  0|)oratlr.g  Cost  Agency  Study,  Compamtivo  Cost  Analysis  of  Divisions  in  CONUS  and 
HVN.  OF-102-70.  July  196«». 
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Navy's  financial  management  system,  consequently,  has  beej.  designed  to  function  both  in  peace¬ 
time  and  during  hostilities.  Command  and  financiril  management  responsibility  are  interwoven 
and  discharged  concomitantly. 

(b)  At  present  the  funding  chain  of  command  parallels  that  of  the  traditional 
command  stinicture.  This  was  not  the  case  prior  to  FY  68.  In  1965,  the  basic  organization  of 
the  Department  of  the  Nav7  was  bilinear  with  r-.-spect  to  the  command  responsibility  for  the 
procurement,  funding,  and  utilization  of  materiel  in  support  of  the  operational  forces  and  shore 
activities  of  the  Navy.  The  Chief  of  Naval  Operations  (CNO)  had  responsibility  in  the  latter 
category;  responsibility  for  the  others  was  vested  in  the  Chief  of  Naval  Material  (CNM)  who 
headed  the  Naval  Support  Establishment.  The  CNM  reported  directly  to  the  Secretary  of  the 
Navy  as  did  CNO  in  spite  of  the  fact  that  he  commanded  the  operating  forces  and  shore  activi¬ 
ties.  In  effect,  the  CNO  did  not  possess  authority  over  the  management  of  the  financial  re¬ 
sources  required  to  discharge  his  assigned  mission. 

(c)  In  May  1966,  General  Order  Number  5  realigned  the  command  structure 
into  its  current  form  in  which  both  the  operational  forces  and  the  logistic  support  Ixireaus  re¬ 
port  to  the  Secretary  of  the  Navy  via  the  CNO's  office.  The  O&M  funds  now  flow  down  to  tie 
operational  forces  through  the  same  chain  of  command.  It  must  be  pointed  out  that  the  Navy's 
financial  management  system  was  functioning  efficiently  from  a  technical  aspect  for  a  number 
of  years  before  the  promulgation  of  General  Order  Number  5.  The  system  was  readily  adapt¬ 
able  to  the  command  realignment  and  the  transition  to  the  revised  funding  flow  was  accomplished 
smoothly. 


(2)  Fund  Allocation 

(a)  Prior  to  FY  68,  the  Commander,  Service  Forces,  Pacific  Fleet 
(COMSERVPAC),  as  the  Principal  Logistics  Agent  (PLA)  for  the  Commander  in  Chief,  U.S. 
Pacific  Fleet  (CINCPACFLT),  received  and  suballotted  the  O&M  funds  provided  by  the  various 
logistic  support  bureaus,  i.e. ,  Bureau  of  Ships,  Bureau  of  Yards  and  Docks,  and  Bureau  of 
Medicine  and  Surgery.  Since  FY  68,  primarily  as  a  result  of  studies  conducted  in  connection 
with  General  Order  Number  5,  funds  have  been  received  directly  from  CNO  and  have  been 
managed  by  the  staff  of  CINCPACFLT  in  lieu  of  COMSERVPAC.  In  turn,  CINCPACFLT  al¬ 
locates  the  funds  to  the  type  commanders  (TYCOMS)  such  as  Commander,  Submarine  Force. 
U.S.  Pacific  Fleet,  and  Commander,  Naval  Air  Force,  U.S.  Pacific  Fleet. 

(b)  Within  PACFLT  the  TYCOMS,  who  hold  expense  limitations,  are  des¬ 
ignated  as  responsibility  centers  as  are  the  fleet's  shore  activities.  Ships,  mobile  construc¬ 
tion  battalions,  and  aviation  squadrons  (operating  forces)  are  designated  as  cost  centers. 
Funding  of  subordinate  commands  below  the  TYCOM  level  is  accomplished  by  the  issuance  of 
operating  budgets  (OPBud).  Each  TYCOM  issues  an  OPBud  to  himself  to  finance  his  head¬ 
quarters  and  centrally  managed  cost  i  such  as  ship  and  squadron  operations;  each  major  shore 
activity  under  the  command  of  an  expense  limitation  holder  also  receives  an  OPBud.  Com¬ 
manders  of  operating  forces  such  as  ships  and  aircraft  squadrons  in  turn  receive  operating 
targets  (OPTARS)  from  the  OPBud  holder  for  support  of  their  operations. 

(c)  The  OPTAR  represents  the  basic  medium  through  which  financial  con¬ 
trol  is  exercised  in  the  operating  forces.  The  OPTAR  dollar  ceiling  Is  established  by  the 
TYCOM  alter  empirical  cost  data  reflecting  past  operating  experience  have  been  tempered  by 
command  judgment  reflecting  the  potential  effect  of  the  planned  operations.  The  financial 
taritet  serves  as  a  standard  or  bench  mark  against  whijh  the  operating  force  commander  may 
gauge  the  logistical  performance  of  his  command  and  determine  whether  his  mission  can  be 
accomplished  with  the  resources  provided. 

(d)  Although  the  OPTAR  is  an  authorization  to  incur  obligations  against  the 
Treasury  of  the  United  States,  the  legal  responsibility  not  to  overcommit,  overobligate,  or 
overexpend  appropriated  funds  under  the  provision  of  Section  3679,  Revised  Statutes  of  the  U.S. 
Code  does  not  extend  below  the  OPBud  level.  Operating  force  commanders  below  the  TYCOM 
level,  though  exempted  from  the  restriction  of  Section  3679,  have  the  responsibility  Inherent  in 
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the  subordinate  and  conunander  relationship  for  promptly  advising  the  senior  commander  at  the 
time  they  recognize  that  their  OPTAR  ceiling  is  inadequate. 

(3)  Supply  and  Financial  Systems  Interface 

(a)  Performance  of  the  detail  accounting  functions  for  PACFLT  operating 
forces  Is  the  responsibility  of  the  Navy  Regional  Finance  Office,  (NRFO)  San  Diego;  the  Fleet 
Aviation  Accounting  Office,  Pacific;  and  the  Construction  Battalion  Center,  Port  Hueneme, 
California. 


(b)  Upon  receipt  of  an  OPTAR  the  operating  force  commander  establishes  an 
OPTAR  log  to  record  the  dollar  amount  of  the  authorization.  When  a  requisitioning  document  is 
introduced  Into  the  supply  system  that  will  result  in  a  charge  to  the  commander's  funds,  it  is 
posted  to  the  OPTAR  iog.  In  addition,  a  copy  of  each  document  created  is  forwarded  to  the  as¬ 
signed  accounting  activity.  Each  document  contains  the  requisite  accounting  data  for  Idrnitifying 
the  chai^eabie  operating  budget  and  the  cost  data  desired. 

(c)  The  success  of  the  Navy's  financial  management  system  for  its  operating 
torci-s  depends  on  strict  compliance  with  standard  supply  procedures  and  the  degree  of  com¬ 
mand  attention  directed  to  the  enforcement  of  supply  discipline.  An  indication  of  the  status  of 
tne  CINCPACFLT  supply  discipline  program  is  provided  by  data  obtained  from  the  command 
financial  reporting  system  and  suf^ly  and  fiscal  reconciliations. 

(4)  Reporting  System 

(a)  The  subordinate  commander  submits  a  monthly  Budget/OPTAR  Report 
to  the  accounting  activity  and  a  copy  to  the  senior  commander  who  granted  the  OPTAR.  The  re¬ 
port  summarizes  the  month's  transactions  and  any  cumulative  obligations  incurred  to  date  as  a 
result  of  operations.  To  assist  the  OPBud  holder  In  the  control  of  his  financial  resources,  the 
accounting  activity  prepares  a  monthly  Ship/Staff  Status  Report  that  summarizes  the  financial 
transactions  under  his  OPBud  authorization.  This  report  is  also  useful  to  the  TYCOMS  In  pre¬ 
paring  their  OPBud  Financial  Report  that  is  forwarded  monthly  to  CINCPACFLT. 

(b)  The  reconciliation  between  the  su{^ly  and  fiscal  records  is  accomplished 
using  the  following  reports  prepared  the  accounting  activity: 

1.  Obiigation  and  Expenditure  Difference  Listing.  This  is  a  monthly 
report  provided  to  the  0Mrati<Hial  commander.  It  reflects  the  difference  between  the  doilar 
amount  obligated  on  the  initial  requisition,  which  was  posted  in  his  OPTAR  iog,  and  the  dollar 
amount  actually  charged  against  his  authorization.  This  report  enables  the  command  to  adjust 
its  unobligated  balance  to  preclude  overspending  and,  conversely,  to  get  maximum  benefit  of  its 
funds . 


2.  Unfilled  Order  Listing.  This  document  lists  all  unfilled  requi¬ 
sitions  that  have  been  pending  for  120  days  or  longer.  It  is  provided  quarterly  to  OPTAR 
holders  for  review  and  for  determination  of  whether  It  is  still  a  valid  requirement.  The  opera¬ 
ting  unit  initiates  canceilation  procedures  if  the  latter  condition  exists.  The  organization  is 
required  to  return  an  annotated  copy  of  the  listing  to  the  accounting  activity  Indicating  the  status 
of  each  requisition  as  reflected  in  its  own  su[q;)ly  records  and  the  action  being  taken  to  purge  the 
list. 


3.  Unmatched  Expenditure  Listing.  This  report  is  also  a  quarterly 
listing  that  Is  provided  tc  ;he  OptAR  holder  for  Identification  of  the  related  unfilled  order  for 
which  a  bill  has  been  paid  by  NRFO. 

(5)  Budgeting.  Comnmnders  are  required  to  submit  budget  estimates  in  justifica¬ 
tion  of  their  stated  requirements  for  the  budget  period.  Although  a  formal  budget  sutoiission  is 
required  by  CINCPACFLT  of  only  operating  budget  and  expense  limitation  holders,  those 
echelons  of  command  in  turn  require  subordinate  commands  to  participate  on  a  minimal  basis 
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in  the  budget  formulation  cycle.  The  cumulative  expense  data  regularly  provided  in  the  account¬ 
ing  activity  mechanized  management  reports  serve  as  the  cornerstone  for  the  development  of 
the  budget  and  subsequent  financial  plan.  Justification  is  limited  generally  to  a  narrative  de¬ 
scription  of  the  factors  causing  variance  between  the  cost  of  current  and  planned  future  opera¬ 
tions  by  functional  category.  The  CINCPACFLT  budget  submission  to  CNO  conforms  to  the 
Five-Year  Defense  Program  (FYDP)  format  in  that  i-equirements  are  broken  out  by  program 
elements,  functional  categories,  and  elements  of  ejqicnse. 

(6)  Summary.  The  Navy’s  financial  management  system,  capable  of  functioning 
both  in  peacetime  and  in  support  of  combat  operations,  interfaces  with  and  complements  the 
established  supply  system.  Utilizing  ADP  techniques,  the  system  provides  all  levels  of  com¬ 
mand  with  management  information  that  assists  the  comliat  commander  in  controlling  and 
managing  his  resource^— both  materiel  and  financial— with  a  minimum  of  administration.  The 
capability  of  the  system  to  identify  materiel  issues  to  the  individual  ultimate  end  user  facilitate? 
the  forecasting  of  financial  requirements  for  materiel  support  and  provides  the  basis  for  relating 
expenses  to  the  program  elements  and  programs  applicable  to  the  FYDP. 

c.  Marine  Corps 

(1)  General 

(a)  The  Marine  Corps  philosophy  ol  financial  management  is  based  on  the 
principle  that  financial  management  is  not  only  inseparable  from  command  but  it  is  inherent  in 
command.  Financial  management  has  no  bearing  on  determination  of  mission  but  it  is  a  pri¬ 
mary  consideration  in  determining  both  the  means  and  the  time-phasing  of  its  accomplishment. 
The  commander  normally  has  two  areas  of  financial  responsibility;  the  responsibility  that  tasks 
hfm  with  the  control  and  administration  of  the  resources  granted  to  perform  his  mission;  and  a 
legal  responsibility  not  to  overcommit,  overobligate,  or  overexpend  appropriated  funds,  which 
is  assigned  by  Section  3679,  Revised  Statutes  of  the  U.  S.  Code.  To  assist  the  commander  in 
this  vital  function,  the  Marine  Corps  established  a  general  staff  officer  billet  within  major  Fleet 
Marine  Force  (FMF)  organizations,  such  as  infantry  divisions  and  aircraft  wings,  to  act  as  the 
comptroller  or  principal  financial  advisor  to  the  commander. 

(b)  The  Marine  Corps  does  not  have  a  designated  corps  of  financial  n)an- 
agers.  Unrestricted  line  officers  who  have  extensive  command  and  staff  experience  are  as¬ 
signed  to  comptroller  billets.  Regulations  preclude  successive  assignments;  therefore  the 
objectfve  Is  to  produce  as  many  prospectfve  senior  commanders  with  financial  experience  as 
possible. 


(c)  The  financial  management  system  within  the  operating  forces  is  pre¬ 
dicated  on  the  premise  that  the  standard,  normal  supply  procedures  employed  throughout  the 
Marine  Corps  develop  a  wealth  of  meaningful  financial  data  that  can  be  readily  captured  em¬ 
ploying  ADP  techniques.  The  information  that  can  be  accumulated  is  of  such  magnitude  and 
detail  that  it  provides  a  firm  foundation  for  bu<%et  preparation  and  execution.  The  system  Is 
capable  of  functioning  effectively  under  both  a  garrison  or  operational  type  of  environment. 
Consequently,  the  existing  peacetime  procedures  were  employed  In  SE  Asia  with  only  a  slight 
modification.  Prior  to  I  September  1965  all  FMF.  Piffle  (FMFPAC),  units  were  funded 
through  a  formal  suballotment  by  the  Commanding  General  (CG),  FMFPAC,  and  the  major 
commands  were  responsible  for  the  formal  allotment  acc'  nnting  of  those  funds.  As  units  began 
phasing  Into  Vietnam,  a  requirement  developed  to  reduce  the  administrative  burden  on  the  op¬ 
erational  commanders  relative  to  tormal  accoumii^;.  At  'he  same  time,  a  requirement  to  re¬ 
tain  them  in  the  existing  budgetary  process  also  existed.  In  brief,  dollar  requirements  to 
support  their  logistical  requirements  had  to  be  readily  apparent  to  CG.  FMFPAC,  and  the  Coic.- 
mandant  of  the  Marine  Corps  (CMC)  on  a  timely  basis.  To  accomplish  those  goals,  a  cen¬ 
tralized  accounting  concei)!  was  developed  in  August  1965.  The  objectives  were; 

1.  To  relieve  FMFPAC  units  in-country  and  on  Okinavt-a  of  legal  re- 
sponsDiillty  for  formal  allotment  accounting. 
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2..  To  provide  operatioral  commanders  and  CG,  FMFPAC,  with 
financial  data  for  supply  management  and  budgetary  purposes. 

(d)  Utilizing  the  accounting  personnel  assets  of  the  major  commands,  a 
fiscal  office  was  established  in  the  3d  Force  Service  Regiment  (3d  FSR)  on  Okinawa  and  the  re¬ 
sponsibility  for  ail  formal  accounting  in  the  Western  Pacific  (WESTPAC)  was  assigned  to  the 
commanding  officer  of  that  organization.  The  foregoing  change  was  one  of  an  adminisitrative 
nature  rather  than  a  conceptual  one.  Accordingly,  little  difficulty  was  encountered  during  the 
c.hangeover. 


(2)  Fund  Allocation 

(a)  Marine  forces  assigned  to  the  Seventh  Fleet  and  the  m  Marine  Amphib¬ 
ious  Force  (in  MAF)  In  Vietnam  are  under  the  oper.itionai  control  of  those  commanders;  how¬ 
ever,  the  responsibility  for  the  administrative  and  l:)gistlcal  support  of  those  forces  rests  with 
CG,  FMFPAC.  Accordingly,  funds  provided  to  operational  commanders  in-country  flow  down 
from  CG,  FMFPAC,  direct  to  division  and  wing  commanders,  bypassing  in  MAF  and  Seventh 
Fleet. 


(b)  The  O&M  funds  are  administered  by  CG,  FMFPAC,  through  the  assign¬ 
ment  of  OPBuds  to  the  major  commands  in  SE  Asia.  The  1st  and  3d  Marine  Divisions,  1st 
Marine  Aircraft  Wing,  9th  Marine  Amphibious  Brigade,  Force  Logistic  Command  (FLC),  and 
the  3d  FSR  are  considered  to  be  major  commands. 

(3)  Supply  and  Financial  Systems  Interface 

(a)  Materiel  stock  replenishment  buys  for  support  of  Marine  Corps  opera¬ 
tions  in  Vietnam  are  made  by  the  3d  FSR  on  Okinawa.  The  O&M  funds  for  this  purpose  are  pro¬ 
vided  by  the  CG,  FMFPAC,  to  the  3d  FSR.  Stocks  so  procured  arc  pre-expended  and  then  used 
to  fill  demands  placed  on  the  In-country  supply  organization,  the  Force  Lo^stic  Command 
(FLC),  by  the  major  commands.  The  demands  placed  by  the  units  against  the  FLC  elements 
cite  OPBud  requlsltlonal  authority  In  the  requisitioning  document  as  opposed  to  a  formal  fund 
authorization. 


(b)  An  OPBud  constitutes  authorization  in  a  prescribed  financial  amount  for 
a  major  command  to  requisition  material  against  the  stock  assets  of  the  3d  FSR  or  FLC  In 
support  of  its  assigned  mission.  The  OPBud  authorization,  or  dollar  celling.  Is  not  a  financial 
constraint  on  the  commander’s  action.  Under  no  circumstances  will  a  command  be  denied 
materiel  because  it  has  exceeded  Its  requisitioning  authority;  the  successful  accomplishment  of 
its  assigned  mission  Is  of  paramount  concern.  The  commander  Is  not  legally  responsible  for 
overcommitment  or  overobligation  of  fund  authorizations;  however,  he  does  have  the  respon¬ 
sibility  for  advising  the  CG,  FMFPAC,  of  the  adequacy  of  his  OP&d  authority. 

(c)  A  command’s  OPBud  authorization  dollar  celling  Is  established  by  CG, 
FMFPAC,  only  after  the  budget  review  of  the  comman^r's  stated  requirements  in  his  annual 
budget  sutmilssion.  The  summation  of  the  individual  OPBud  requlsltlonal  authorizations  granted 
to  WESTPAC  commands  equates  to  the  total  hard  dollar  obligatlonal  authority  granted  to  the  3d 
t'SR  by  the  CG,  FMFPAC,  for  stock  replenirhment  buys  in  support  of  those  commands. 

(d)  The  establishment  of  materiel  requlsltlonal  autho*^ty  ceilings  in  financial 
terms  has  two  primary  objectives: 

L  To  provide  the  commander  with  financial  management  data  di¬ 
rectly  related  to  his  internal  supply  procedures  that  will  enable  him  to  evaluate  the  efficacy  of 
his  own  supply  procedures  and  to  provide  him  with  an  Insight  Into  the  supply  discipline  practiced 
within  his  subordinate  commands.  Financial  management  data  are  provided  to  the  commander 
in  the  format  of  mechanized  management  reports  by  the  3d  FSR  fiscal  office  as  a  by-product  of 
the  supply  actions  Initiated  by  his  own  command. 
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2.  To  provide  CG,  FMFPAC,  with  an  additional  management  tool  for 
discharging  his  command  responsibility  in  the  area  of  logistical  support  to  in-country  forces. 

As  operational  commitments  and  the  tempo  of  combat  in  SE  Asia  change,  corresponding  modi¬ 
fications  to  the  supply  pipeline  are  required— preferably  in  advance  of  the  operational  impact. 

The  identification  of  the  modified  material  requirements  (increase  or  decrease)  compels  the 
commander  to  apprise  CG,  FMFPAC,  of  not  only  the  chaise  in  the  type  of  demand  but  also  of 
the  adequacy  of  his  requisitional  authority  to  support  his  revised  future  requirements.  The 
financial  data  assist  the  CG,  FMFPAC,  in  the  determination  of  whether  his  existing  financial 
resources  are  sufficient  or  whether  additional  O&M  funds  to  expand  the  pipeline  must  be  re¬ 
quested  from  CMC. 

(e)  A  statistical  accounting  system,  the  Operating  Forces  Financial  System 
(OFFS),  supports  the  OPDud  system.  The  system  will  capture  the  unit's  operating  costs  pro¬ 
vided  three  toslc  requirements  are  satisfied:  first,  every  materiel  issue  must  be  supported  by 
a  document;  second,  a  cost  code  must  appear  on  the  document;  and,  third,  the  document  must 
be  Introduced  into  the  statistical  accounting  system.  The-  cost  code  is  comprised  of  12  digits 
that  Identify  the  FY,  the  unit  submitting  the  requisition,  its  parent  command,  the  major  com¬ 
mand,  the  end  use  to  which  the  materiel  will  be  applied.  Program  Element,  and  Element  of 
Expense.  The  latter  2  categories  are  requirements  created  by  the  introduction  of  Priority 
Improved  Management  Effort  (PRIME)  into  the  system  and  are  related  directly  to  the  FYDP. 

All  requirements  for  mate  riels  or  services  are  Introduced  into  the  normal  supply  channels  ac* 
cording  to  prescribed  requisitioning  procedures,  and  the  requisition  documents  are  then  mechan¬ 
ically  processed  against  the  stock  balance  cards  of  the  3d  FSR  or  FLC.  In  the  event  a  requi¬ 
sition  does  not  contain  a  cost  code,  it  will  not  be  accepted  or  processed. 

(4)  Reporting  System 

(a)  As  previously  mentioned,  the  centralized  fiscal  office  in  the  3d  FSR  has 
the  responsibility  for  providing  CG,  FMFPAC,  and  subordinate  commanders  with  the  irfurma- 
tlon  needed  for  the  discharge  of  their  financial  management  responsibilities.  The  basic  philos¬ 
ophy  used  in  designing  th(  individual  reports  was  to  keep  the  format  as  simple  as  possible  usmg 
the  building-block  concept— expen.ses  are  Identified  at  the  lowest  com!nand  level  and  summarized 
for  succeeding  levels.  The  following  mechanized  reports,  provided  on  a  scheduled  basis,  ac¬ 
complish  the  requirement: 

1.  OPBud  Unit  Code  Report.  This  report  is  provided  to  commanders 
twice  a  month.  It  Is  a  (jetaiied  listing  of  the  documents  entered  into  the  supply  system  and  Is 
the  basic  report  used  by  the  supply  officer  to  determine  which  of  his  requisitions  have  been  re¬ 
corded  in  the  statistical  accounting  system.  The  report  lists  documents  in  sequence  fer  each 
Reporting  Unit  Code  (RUC)  and  pertinent  identifying  information. 

2.  Unit  Code  Management  Iteport.  This  report  Is  provided  semi¬ 
monthly  to  all  units  assigned  a~unU  code.  It  is  a  summarized,  cumulative  listing  of  charges 
recorded  against  the  unit.  This  is  the  basic  report  required  the  commander  to  compare 
actual  costs  with  budgeted  costs.  For  example,  the  ist  Battalion,  3d  Marines,  has  an  organic 
supply  section  and  can  initiate  supply  requisitions  In  support  of  its  four  rifle  companies;  there¬ 
fore,  It  has  a  unit  code  and  receives  this  report.  Inasmuch  as  the  Unit  Code  Management  Re¬ 
port  equips  the  commander  with  the  tool  for  evaluating  the  performance  of  his  urdt  In  financial 
terms,  It  Is  provided  on  an  appropriately  8u.!imarizcd  basis  to  successive  echelons  of  com¬ 
mands  up  to  and  Including  the  CG,  FMFPAC.  The  final  consolidation  reflects  the  cumulative 
charges  recorded  against  the  total  requlsltlonai  authority  granted  to  the  WESTPAC  commands. 
The  CG,  FMFPAC,  staff  uses  the  report  for  comparison  of  actual  costs  with  budgeted  or 
planned  costs.  In  addition,  the  final  summary  is  also  provided  to  the  3d  FSR  for  supply  manage¬ 
ment  purposes. 


(b)  The  foregoing  reports  reflect  the  operational  costs  Incurred  In-country 
as  a  result  of  the  commands  exercising  their  requisitional  authority  ugalnst  the  stocks  of  the 
3d  FSR  and  FLC.  The  CG,  FMFPAC,  his  a  vital  Interest  In  maintaining  a  relatively  stable 
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equilibrium  between  the  requisitionai  authorization  of  the  units  and  the  O&M  obllgationai 
authority  granted  to  the  3d  FSR  for  stock  replenishment  buys.  The  information  employed  by  CG, 
FMFPAC,  to  maintain  the  desired  balance  between  them  is  derived  from  the  previously  de¬ 
scribed  operational  cost  reports  and  the  following  reports  provided  by  the  Commanding  Officer, 
3d  FSR,  to  FMFPAC; 


1. -  Daily  Status  Re|)ort  of  Recurring  Demands  (RD)  and  Nonrecurilng 

Demand  (NRD)  Obligations,  this  daily  status  report  submitted  by  message,  provides  the  daily 
obligations  for  RD  and  NRD  stock  buys.  The  information  assists  CG,  FMFPAC,  in  the  detection 
and  evaluation  of  significant  variances  in  the  cost  trend  and  further,  in  implementing,  on  a 
liniciy  basis,  such  conmiand  action  he  deems  warranted  by  his  evaluation. 

2.  Weekly  Status  Report  of  Program  Codes  N  and  R.  The  information 
required  is  similar  to  that  provided  In  the  daily  status  report  but  is  in  a  more  abbreviated  form. 
Program  Code  N  designates  stock  buys  of  a  nonrecurring  demand  type,  whereas  Program  Code 
R  pertainj  to  the  procurement  of  items  with  sufficient  demand  that  they  qualify  for  stockage  in 
the  3d  FSR. 

(c)  Although  the  reporting  system  is  the  basic  element  for  maintaining 
financial  controls,  it  is  complemented  in  this  function  through  the  exercise  of  supply  and  fiscal 
reconciliations  at  the  various  echelons  of  command.  In  August  1965  when  the  decision  was  made 
to  centralize  formal  allotment  accounting,  both  Okinawa  and  Hawaii  were  considered  as  the  site 
for  the  central  fiscal  agency.  The  primary  factor  governing  the  selection  of  Okinawa  was  the 
recognition  that  a  close  physical  proximity  between  the  primary  supply  agency  (3d  FSR)  and  the 
fiscal  organization  was  mandatory  if  the  reconciliation  of  supply,  fiscal,  and  customer  records 
was  to  be  accomplished  efficiently.  Early  control  over  two  vital  areas  had  to  be  established: 
the  reconciliation  of  3d  FSR's  supply  and  fiscal  records  with  CONUS  supply  agencies  to  manage 
the  O&M  funds  expended  for  stock  replenishment,  and  the  reconciliation  of  the  customer's 
su{^ly  records  with  those  of  the  3d  FSR  and  FLC  to  assist  the  commands  in  the  management  of 
their  requisitionai  authority. 

(d)  The  volume  of  requisitions  processed  by  the  3d  FSR  In  support  of 
WESTPAC  forces  increased  a(^roximately  500  percent  from  the  initiation  of  the  SE  Asia  buildup 
until  all  major  commands  were  Introduced  in-country.  To  ensure  a  timely  reconciliation  be¬ 
tween  the  supply  and  fiscal  records,  a  high  dollar  monthly  reconciliaiion  was  initiated— the  pro¬ 
cedures  are  still  In  effect.  The  reconciliation  covers  only  a  smaii  portion  of  the  documents 
involved  but  accounts  for  80  to  90  percent  of  the  O&M  dolors  obligated.  This  procedure  enables 
the  reconciliation  to  be  completed  rapidly  and  dollar  control  maintained. 

(i)  Budgeting 

(a)  The  major  concern  of  a  commander  and  his  staff  is  the  accomplishment 
of  the  mission,  and  the  magnitude  and  avaliability  of  his  resources  govern,  to  a  large  extent,  the 
success  or  failure.  The  system  for  identifying  operational  costs  to  assist  the  commander  in 
forecasting  his  future  resource  requirements  and  for  providing  a  tool  to  measure  how  efficiently 
and  effectively  he  is  employing  his  resources  has  been  described  earlier.  To  derive  a  benefit, 

n  litandard  must  be  established  against  which  the  results  of  actual  performance  can  be  measured. 
This  standard  is  provided  by  the  planned  operations  defined  the  commander’s  annual  budget. 
Accordingly,  major  commanders  are  required  by  CG,  FMFPAC,  to  submit  each  year  compre¬ 
hensive  budgets  fo”  the  current  year  and  budg’  year  plus  one. 

(b)  The  budget  Is  devel  from  the  cumulative  statistical  data  provided  in 
the  3d  FSR  nianagement  reports.  That  information  is  modified  as  required  by  the  commander 
to  reflect  his  command  judgment  relative  to  his  future  operational  co.mmitments  and  any  addi¬ 
tional  logistical  guidance  provided  by  CG,  FMFPAC,  in  regard  to  the  budget  period.  Mechanized 
procedures  have  been  developed  that  enable  CG,  FMFPAC,  to  summarize  Immediately  the 
separate  couniiand  budgets  upon  receipt.  The  summarised  budget  and  the  individual  command 
budgets  are  distributed  to  his  staff  for  ev'aiuation  and  recommended  changes.  Upon  completion 
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of  the  review  and  approval  by  CG,  FMFPAC,  the  FMFPAC  budget  (mechanized)  is  forwarded 
to  CMC.  The  3d  FSR  submits,  in  addition  to  a  budget  for  its  organic  operations,  an  estimate 
of  the  totai  O&M  dollars  required  for  stock  replenishment  purposes  during  the  given  budget 
year.  The  estimate  is  accompanied  by  a  narrative  description  of  the  records  used  to  compute 
the  requirements.  This  information  is  compared  with  total  requirements  identified  in  the  in¬ 
dividual  command  budgets  as  a  means  for  ascertaining  whether  the  supply  and  financial  com¬ 
putations  are  correlated  properly. 

(6)  Summary 

(a)  The  Marine  Corps  insists  that  responsibility  for  the  management 

of  financial  resources  is  equally  as  important  as  any  other  assumed  by  a  commander.  Con¬ 
sequently,  he  is  required  to  participate  fully  in  all  aspects  of  the  existing  financial  management 
system.  This  philosophy  is  extended  into  the  combat  arena  primarily  because  the  financial 
controls  inherent  In  the  system  assist  the  commander  to  discharge  his  responsitality  for  en¬ 
suring  that  the  proper  degree  of  supply  discipline  is  practiced  in  his  command.  Without  finan¬ 
cial  controls,  as  employed  in  the  OFFS  system,  the  Marine  Corps  believes  that  the  latter 
responsibility  could  not  be  accomplished  effectively  and,  under  the  rigors  of  combat,  a  tendency 
toward  supply  irresponsibility  could  materialize  with  resultant  exorbitant  costs  and  a  concomi¬ 
tant  reduction  of  supply  effectiveness. 

(b)  In  view  of  the  foregoing,  tiie  CMC  is  convinced  that  not  only  was 

the  extension  of  peacetime  financial  controls  into  Vietnam  desirable,  it  was  mandatory.  Any 
financial  controls  employed  from  the  supply  side  of  the  house  must  be  able  to,  first,  identify 
the  organization  consuming  materiel,  i.e. ,  the  end  user;  second,  identify  the  amount  the  unit 
is  authorized  to  consume;  and,  third,  identify  the  amount  of  supplies  actually  being  expended. 

If  these  requirements  are  satisfied  the  maintenance  of  supply  discipline  and  effective  logistical 
support  can  be  attained.  The  Marine  Corps  financial  management  system  is  an  integral  part  of 
the  overall  system  designed  to  accomplish  these  simple  but  vital  tasks. 

d.  Air  Force 

(1)  General 

(a)  The  Air  Force  financial  management  philosophv  for  operational  forces 
is  similar  to  that  of  the  Navy  and  Marine  Corps  in  that  responsibility  for  this  Important  function 
is  considered  to  be  an  integral  component  of  the  command  function.  Financial  management  re¬ 
sponsibility  is  decentralized  to  those  commands  that  actually  use  and  consume  resources  at 
operational  levels.  The  financial  resources  required  to  support  assigned  missions  are  provided 
directly  to  the  commander^  who  is  held  responsible  for  the  management  of  those  resources. 

(2)  Fund  Allocation 

(a)  Prior  to  FY  66,  funding  responsitdlities  for  SE  Asia  were  performed 
jointly  by  Thirteenth  Air  Force  and  the  405th  Fighter  Wing  at  Clark  Air  Base.  Fund  require¬ 
ments  in  support  of  the  initial  deployments  and  early  budget  estimates  were  prepared  by  the 
functional  dirtsions  of  the  Thirteenth  Air  Force  staff,  and  accounting  functions  were  performed 
by  the  405th  Fighter  Wing.  As  the  scope  of  the  operation  and  the  complexity  of  these  functions 
increased,  the  concept  shifted  toward  accomplishment  of  budgetary  and  accounting  within  SE 
Asia  and  a  start  was  made  at.  building  a  comptroller  agency  within  the  2d  Air  Division,  the 
headquarters  exercising  primary  jurisdiction  over  units  in  SE  Asia.  Eventually,  that  command 
assumed  the  responsibility  for  the  budget  estimate  function  and  controlled  Its  own  funds,  with  a 
very  limited  accounting  capability.  Some  accounting  functions  remained  with  Clark  Air  Base. 

(b)  On  8  July  1965  the  2d  Air  Division  was  placed  directly  under  the  com¬ 
mand  of  Headquarters,  Pacific  Air  Ft  *ces  (PACAF),  and  was  assigned  the  responsibility  for 
support  of  Air  Force  activities  in  Vietnam.  Accordingly,  the  requisite  funds  flowed  directly 
from  PACAF  to  the  2d  Air  Division.  With  the  inactivation  of  the  2d  Air  Division  on  8  April  1966 
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and  the  assumption  of  its  former  responsibilities  by  the  Seventh  Air  Force,  which  was  reactiva¬ 
ted  on  the  same  date,  the  accompanyintj  funding  revision  was  one  of  a  purely  administrative 
nature— redesignating  the  fund  recipient  as  Seventh  Air  Force  in  contrast  to  the  2d  Air  Division. 
Funds  flowed  directly  from  PACAF  to  Seventh  Air  Force  in  lieu  of  2d  Air  Division,  and  the  pro¬ 
cedure  is  still  in  effect. 

(c)  Formerly,  the  funds  wer^  provided  in  the  form  of  an  allotment  to 
Seventh  Air  Force;  and  in  FY  69  the  funding  medium  became  the  operating  budget.  The  admin¬ 
istrative  features  of  that  document  have  been  discussed  previously  in  the  Navy  portion  of  the 
chapter  and,  therefore,  they  will  not  be  discussed  in  detail  here. 

(d)  Under  the  Air  Force  concept ,  operating  budget  funds  alloted  to  the  respective 
wing  commanders  by  Seventh  Air  Force  Incorporate  the  legal  restriction  embodied  In  Revised 
Statutes  3679  relative  to  the  overobllgatlon  of  funds.  Organizational  units  below  the  wing  and 
base  level  are  provided  funds  expressed  in  the  form  of  operating  targets;  the  total  of  all  opera¬ 
ting  targets  equate  to  the  total  authorization  expressed  in  the  wing  and  base  commander's 
operating  budget.  Though  the  subordinate  commanders  are  not  legally  responsible  for  the 
financial  resources  provided  to  them,  they  are  responsible  to  their  superiors  for  any  mis¬ 
management  that  leads  to  a  violation  of  Statute  3679  on  the  part  of  the  senior  commander. 

(3)  Supply  and  Financial  Systems  Interface 

(a)  Of  all  the  Services,  the  Air  Force's  standard  Universal  Automatic  Com¬ 
puter  (UNIVAC)  1050-n  supply  system  affords  the  most  extensive  interface  between  supply  and 
financial  actions  in  support  of  operational  requirements.  Prior  to  its  adoption  in  Vietnam  in 
FY  68,  however,  the  Air  Force's  system  in  that  respect  was  considerably  less  integrated. 

(b)  In  January  1965  the  base  supply  account  at  Tan  Son  Nhut  was  the  pri¬ 
mary  in-country  source  of  supply;  the  base  supply  account  at  Clark  Air  Base  provided  general 
supply  support.  It  was  operated  on  a  manual  basis  until  the  middle  of  FY  67  when  it  was  con¬ 
verted  to  punch-card  accounting  procedures.  With  that  limited  capability  the  supply  system  was 
hard-pressed  to  accomplish  ordering,  receiving,  and  issuing  action,  much  less  financial  man¬ 
agement  as  the  buildup  occurred.  Stock  control  was  practically  nonexistent  and  very  little 
effort  was  niade  to  control  or  reduce  the  size  of  the  accounts.  4  The  Department  of  the  Air 
Force,  accordingly,  deemed  it  desirable  to  grant  a  waiver  of  the  requirement  to  maintain 
financial  inventory  accounting  in  Vietnam  during  the  period  1965-66. 

(c)  During  the  early  stages  of  the  Vietnam  situation  tactical  squadrous  were 
deployed  in-country  on  a  temporary  duty  basis  with  only  minimal  financial  controls  in  effect. 
Systen)  support  supplies  were  provided  on  a  free  issue  basis;  materiel  requirements  in  the 
general  support  category  were  funded  by  PACAF  with  O&M  funds  and  the  financial  accounting 
was  accomplished  as  previously  described. 

(d)  In  the  latter  part  of  FY  68  and  early  FY  69,  a  conversion  to  the  stand¬ 
ard  UNIVAC  1050-n  computer  system  was  accomplished  at  all  supply  accounts,  which  had  ex¬ 
panded  by  that  time  from  the  original  one  at  Tan  Son  Nhut  to  a  total  of  10.  This  system  is 
standardized  throughout  the  entire  Air  Force  and  is  currently  employed  at  147  bases  to  support 
its  base  supply  functions.  The  system  incorporates  virtually  every  aspect  of  supply  and  finan¬ 
cial  data  that  can  be  conceivably  required  at  base  level.  Because  it  Is  designed  and  programmed 
in  one  office  in  Washington,  D.C. ,  for  use  in  the  entire  U.S.  Air  Force,  It  is  designed  to  ac- 
comniodate  optional  and  variable  data  at  base  level  tailored  to  the  specific  needs  of  that  partic¬ 
ular  base. 


"^Thirteenth  Air  Force*.  Pacific,  Briefing  to  JLRB,  subject:  Operational  Support  of  Vietnam,  September 
isr.o. 


42 


FINANCIAL  MANAGEMENT 


(e)  With  the  introduction  of  the  system  in-country,  the  Air  Force  began 
obtaining  firm  control  over  both  its  materiel  and  financial  resources.  The  UNIVAC  1050-n 
system  differs  primarily  from  the  Navy  and  Marine  Corps  systems  in  regard  to  the  number  of 
financial  management  reports  provided  to  the  commanders  and  the  faci  that  it  is  practically  a 
completely  automated  system.  Relatively  few,  if  any,  records  are  required  to  be  maintained  on 
the  operational  unit  level  on  a  manual  basis.  De.'^pite  these  differences,  the  respective  systems 
of  the  three  Services  have  a  significant  degree  of  commonality;  i.e. ,  the  introduction  of  a  supply 
requisition  into  the  system  causes  both  supply  and  financial  controls  to  be  exercised  in  an 
integrated,  complementary  manner. 

(4)  Reporting  System 

(a)  The  UNIVAC  1050-n  system  provides  two  series  of  reports.  The  Man¬ 
agement  Report  Series  is  composed  of  nine  reports,  four  of  which  are  applicable  to  operating 
forces  at  the  wing  and  lower  echelons.  The  remaining  five  reports  are  designed  for  use  by 
major  commands  such  as  the  numbered  Air  Forces.  The  management  reports  are  expressed 
basically  in  financial  terms  and  they  tell  the  commander  how  this  consumption  of  resources 
(actual  expenses)  compare  with  his  plan  (budgeted  expenses).  The  other  series  of  reports,  the 
Materiel  Management  Reports,  are  developed  by  the  supply  system.  They  are  used  at  the  wing 
and  base  and  lower  echelons  to  monitor  that  portion  of  their  operating  budget  and/or  operating 
target  specifically  earmarked  for  purchase  of  materiel. 

(b)  The  financial  data  are  included  in  the  monthly  management  reports  that 
are  derived  from  the  budgeting  and  accounting  system.  The  basic  report  is  the  Organization  and 
Cost  Center  Report,  which  is  updated  on  a  daily  basis.  It  tells  the  supply  personnel  of  the 
supported  unit:  the  specific  requisitions  the  unit  has  introduced  in  the  system  by  document  and 
Federal  Stock  Number;  the  unit's  dollar  balance  at  the  beginning  of  the  day;  the  specific  due  outs 
held  by  the  base  supply  office  for  the  organization;  the  net  fund  balance  at  the  close  of  the  day's 
business;  the  total  dollar  authorization  granted  in  the  unit's  operating  budget  or  target  for 
materiel  purchases;  and,  finally,  a  cumulative  total  of  all  charges  against  the  unit's  authoriza¬ 
tion  to  date. 


(c)  In  addition  to  the  detailed  reporting  system,  the  Air  Force  also  relies 
on  reconciliation  of  supply  and  fiscal  records  as  a  financial  control  procedure  for  assisting  the 
commander  in  the  management  of  his  resources.  Considerable  difficulty  was  experienced  in 
the  reconciliation  process  with  CONUS  supply  agencies  prior  to  FY  68  because  of  the  incompati¬ 
bility  of  the  manual  and,  subseq  lently,  the  punch-card  accounting  machine  procedures  with  the 
mechanized  systems  of  the  Air  Force  logistics  Command  (AFLC)»  the  DSA,  and  the  GSA.  The 
situation  improved  measurably  with  the  introduction  of  improved  communicationb  In  the  form  of 
Automatic  Lhgital  Network  (AUTODIN)  and  the  computerized  UNIVAC  1050-11  procedures.  At 
present  due-in  due-out  reconciliations  are  in  effect  with  AFLC»  DSA,  and  GSA:  regularly 
scheduled  reconclilatlon  of  supply  and  financial  records  are  conducted  also  between  the  v^dng  and 
base  and  subordinate  echelons  of  command. 

(5)  Budgeting 

(a)  The  Air  Force  budgeting  system  in-country  is  equally  as  extensive  and 
formal  as  that  of  the  Marine  Corps.  Wing  and  base  commanders  are  responsible  for  the  de¬ 
velopment  and  submission  of  annual  budgets  to  the  Seventh  Air  Force,  who,  in  turn,  submits  to 
PACAF  budget  estimates  and  copies  of  the  estimates  of  its  major  subordinate  commands.  Mech' 
anized  procedures  that  facilitate  preparation  of  the  budget  have  been  developed.  Narrative 
justification  of  the  budget  requirements  is  mandatory  at  all  levels.  The  empirical,  cumulative 
expense  data  provided  in  the  report  system  serve  as  the  foundation  on  which  the  budget  estimate 
is  developed.  The  budget  format  is  designed  to  portray  the  financial  requirements  of  the  op¬ 
erating  units  in  conformance  with  the  program  structure  of  the  DOD  as  expressed  in  the  FYDP, 
for  example,  Program  n  (General  Purpose  Forces)  and  Program  Elements  (F104  squadrons). 

(6)  Summary.  The  financial  controls  imposed  by  the  Air  Force  have  considerable 
interaction  \rtth  those  imposed  on  the  supply  side  of  the  management  function.  The  Air  Force 
system  of  financial  management  in  the  operating  forces  has  a  twofold  goal:  to  provide  a  history 
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of  expense  data  for  use  in  budget  formulation  and  to  promote  cost  awareness  by  charging  the 
commander  for  the  resources  consumed  by  his  unit.  The  management  feedback  data  provided  in 
the  comprehensive  reporting  system  provide  the  tools  he  needs  not  only  to  enforce  supply  dis¬ 
cipline  but  also  to  recognize  when  the  supply  system  is  not  being  responsive  to  his  needs  on  a 
timely  basis. 

3.  SUMMARY.  The  Navy,  Marine  Corps,  and  Air  Force  estabiished  their  peacetime  finan¬ 
cial  management  systems  in  Vietnam.  The  Navy  and  Marine  Corps  ’jvere  able  to  continue  their 
financial  management  systems  upon  deployment  without  interruption  because  they  had  considered 
the  requirement  in  their  contingency  planning  with  only  slight  administrative  adjustments.  The 
Air  Force  phased  its  financial  management  system  into  Vietnam  as  computers  and  trained  per¬ 
sonnel  l)ecame  available.  The  Army's  peacetime  financial  ir-anagement  system  was  not  in¬ 
troduced  in-country  until  1969  owing  primarily  to  a  shortage  of  computer  facilities  and  trained 
personnel,  Prior  to  1969  financial  management  was  centralized  at  Headquarters,  U.S.  Army, 
Pacific,  where  the  CFMA  still  serves  as  a  monitor  of  the  system.  The  financial  management 
system  of  the  other  Services  vary  in  detail,  complexity,  and  Impact  on  combat  units.  However, 
they  all  have  the  following  common  objectives: 

a.  To  introduce  financial  management  systems  into  the  combat  area  at  the  required 
level  as  soon  as  possible 

b.  To  integrate  the  financial  and  supply  management  systems  below  the  stock  fund 

level 

c.  To  reconcile  financial  and  supply  records  on  a  regular  basis  and  in  a  systematic 
manner 

d.  To  account  for  funds  at  a  central  location  based  on  the  original  user  unit  requisition 

e.  To  perform  the  accounting  function  on  an  automated  basis  by  a  noncombat  organiza¬ 
tion 

f .  To  use  a  cost  information  system  that  identifies  materiel  costs  with  its  ultimate  end 
use 

g.  To  furnish  financial  data  to  appropriate  commanders  for  use  in  the  management  and 
evaluation  of  supply  effectiveness  and  discipline  programs 

h.  To  include  the  participation  of  aii  major  combat  organizations  in  the  budget  formula¬ 
tion  process. 

4.  CONCLUSION  AND  RECOMMENDATION 

a.  Conclusion.  Vietnam  experience  has  proved  that  financial  management  techniques, 
when  utilized  to  an  appropriate  degree,  could  be  a  useful  adjunct  to  other  procedures  in  im¬ 
proving  the  effectiveness  and  efficiency  with  which  materiel  is  managed. 

h.  Recommendation.  The  Board  recommends  that: 

(FM-1)  The  Services,  when  planning  contingencies,  outline  appropriate  financial 
management  system.?  for  Operation  and  Maintenance  funds  supporting  operations  in  the  combat 
area.  Such  systems  should: 

(a)  Be  appropriate  to  the  combat  environment. 

(b)  Avoid  extension  of  financial  accounting  to  a  level  that  interferes  with 
combat  o|X' rations  or  places  an  undue  administrative  burden  on  combat  organizations  or  their 
logistic  support  units. 
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(c)  Be  nufchanized  to  the  extent  practicable. 

(d)  Be  integrated  with  the  Service’s  total  resource  management  system. 

(e)  Parallel  the  Service’s  peacetime  system  to  the  extent  practicable. 

(f )  Identify  expense  materiel  with  an  appropriate  cost  account. 

(g)  Use  financial  information  in  the  determination  of  requirements  and 
identification  of  areas  for  improved  management. 

(h)  Provide  useful  reports  to  appropriate  levels  having  management  respon¬ 
sibilities  (conclusion  (1)). 


CHAPTER  V 

FUNDING  OF  INVENTORIES  OF  EXPENSE  ITEMS 


1.  GENERAL 

a.  The  cost  of  materiel  consumed  in  use  is  an  expense  to  be  identified  in  programs  and 
budgets  for  financing  by  annual  appropriations  for  si^port  of  operations.  ^  Materiel  consumed 
in  use  includes  the  materiel  that  is  consumed  i4>on  issue  to  the  final  user  or  that  will  be  con¬ 
sumed  shortly  thereafter.  Also  included  ai-e  some  secondary  items  that  are  not  physically 
consumed  in  a  short  time  and  do  not  warrant  the  accounting:  ^d  ceutraiized  management 
required  for  investment  items. 

b.  From  the  time  of  initiation  of  expense  materiel  acquisition  until  its  issue  for  use, 

It  is  the  policy  of  the  Department  of  Detense  (DOD)  to  utilize  working  capital  funds  to  finance 

the  inventories.^  At  the  most  distant  point  of  issue  from  a  working  capital  inventory,  the  cost  of 
of  an  item  is  charged,  regardless  of  whether  actual  consumption  occurs  at  that  time.  The 
working  capital  funds  established  to  finance  inventories  in  the  DOD  are  known  as  stock  funds 
and  were  authorized  in  Section  405  of  the  National  Security  Act  Amendments  of  1949  (10  U.S.C. 
2208).  Their  administration  and  management  are  provided  for  in  DOD  Directive  7420.1, 
Regulations  Governing  Stock  Fund  Operations.  Five  separate  funds  have  been  established: 
the  Army  Stock  Fund,  Navy  Stock  Fund,  Marine  Corps  Stock  Fund,  Air  Force  Stock  Fund, 
and  Defense  Stock  Fund. 

2.  COVERAGE.  The  extent  to  which  Inventories  of  expense  items  in  the  military  supply 
systems  are  financed  through  stock  funds  differs  in  tlte  military  services.  Changes  during  the 
Vietnam  era  have  been  in  the  direction  of  greater  uniformity. 

Army.  Since  1  January  1965,  tlie  Army  has  not  significantly  changed  the  extent  to 
which  the  components  of  its  8i^)piy  system  are  covered  by  stock  fund  financing.  A  large  volume 
of  ttem  transfers  has  been  made  between  the  stock  fund  and  the  major  procurement  appro¬ 
priation  since  this  date  as  a  result  of  the  co.iduct  of  a  purification  process  designed  to  segre¬ 
gate  expense  category  from  investment  category  items.  This  purification  was  directed  through¬ 
out  the  DOD  as  an  element  of  Uie  Improved  Resource  Management  Systems.  ^  Except  in  the 
U.  S.  Army,  Pacific  (USARPAC),  all  applicable  Army  supply  system  stocks  are  capitalized  in 
the  stock  fi^.  This  Includes  both  operating  stock  and  war  reserve  stocks  in  depots  and  all 
major  stations  In  continental  United  States  (CONUS)  and  overseas.  Only  the  shelf  stocks 
located  at  the  user  level,  inciudti^  the  minor  operating  stocks  In  small  stations,  are  excluded. 
Within  USARPAC,  the  stock  fund  coverage  in  Hawaii,  Japan,  and  Okinawa  is  comparable  to 
that  in  CONUS,  except  for  the  exclusion  of  the  operating  stocks  supporting  post  engineers  and 
the  claimant  stocks  in  C^lnawa.  The  latter  Is  materiel  returned  from  Vietnam  that  has  not 
been  declared  excess  and  is  still  considered  to  be  the  pr':perty  of  that  command,  in  Korea, 
stocks  In  depots  and  in  subsistence  supply  points  and  clothir^  sales  stores  are  included  in  tee 
stock  fund,  but  stocks  in  other  supply  points  in  the  field  army  supply  system  are  not.  Stock 


^Department  of  Defense  Directive  7040.5,  Deflntttons  of  Expense  and  Investment  Costs.  1  September  1966. 
^Assistant  Secretary  of  Defense  (Comptroller).  Memorandum,  subject;  Working  Capital.  17  August  '966. 
SDopartment  of  Defense  Directive  7000. 1,  Resource  Management  Systems  of  the  Department  of  Defense, 

22  August  1966. 
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funding;  of  Vietmini  stocks  is  not  planned.  As  qualified  personnel  and  equipment  become 
aviiilal)le,  financial  control  and  management  wilt  lx?  exercised  at  the  theater  senior  command 
level  using  depot  supply  status  data.  Individual  major  subordinate  command  requisition  and 
financial  status  will  lx?  visualized,  as  required,  for  maintaining  unit  supply  discipltne. 

b.  Navy.  The  Navy's  worldwide  supply  system  stocks  of  expense  category  items 
arc  financed  in  the  stock  fund.  This  includes  stocks  afloat  in  ships  of  the  Mobile  Logistics 
Support  Forces  (MLSF)  but  not  on  combiitant  vessels,  some  of  which  carry  inventories  of 
significant  size.  It  includes  stocks  at  shore  bases,  except  at  the  user  level.  Within  Vietnam 
tlie  Naval  Supply  Activity,  Da  Nang,  is  stock  fund  financed,  whereas  the  Naval  Supply  Activity, 
Saigon,  is  not.  The  latter  was  initially  included  in  the  stock  fund  but  was  later  abandoned  In 
1967  In  favor  of  more  simplified  funding  arrangements  appropriate  for  an  advanced  base.  As 
in  the  Army,  the  Navy  ha.s  had  a  large  volume  of  Item  transfers  in  the  purification  of  the 
identification  of  expense  category  and  investment  category  items.  These  were  especially 
significant  tn  FY  69  when  the  net  value  of  additional  material  capitalized  exceeded  the  total 
value  of  the  Inventories  in  the  stock  fund  at  the  lx?ginning  of  the  year.  Most  of  the  added  items 
were  aeronautical  parts. 

c.  Marine  Corps.  The  supply  system  stocks  of  expense  items  in  the  Marine  Corps 
In  CONUS  and  Hawaii  are  financed  In  ^e  stock  fund.  Although  this  policy  includes  all  the 
station  inventories,  most  of  which  are  accounted  for  as  remote  storage  activities  of  the  cen¬ 
tral  supply  system,  tt  excludes  certain  pre -positioned  reserves  held  at  the  user  level.  Out¬ 
side  CONUS  and  Hawaii,  the  stock  fund  finances  only  the  base  stocks  of  housekeeping  supplies 
tn  Okinawa.  The  principal  inventories  overseas  that  are  not  a>^tcounted  for  in  the  stock  fund 
are  tlie  stocks  maintained  by  the  Force  Service  Regiment  (FSR)  in  Okinawa  and  by  the  Force 
Logistics  Command  (FLC)  in  Vietnam.  The  Item  transfers  to  and  from  the  stock  fund,  for 
purification  of  the  appropriation  structure,  were  minor  and  were  substantially  accomplished 
during  FY  68. 

d.  Air  Force.  The  Air  Force  Included  tn  tts  stock  fund  prior  to  FY  68  only  the 
worldwide  Inventories  of  aviation  fuels  and  of  items  in  commissaries  and  clothing  sales  stores, 
as  well  as  the  cadet  store  at  the  Air  Force  Academy.  As  of  1  July  1967,  the  stock  fund  was 
extended  in  the  Air  Training  Command  to  Include  all  items  not  centrally  managed  In  the  Air 
Force,  i.e.,  Items  purchases  localiv  and  items  requisitioned  from  non-Air  Force  sources, 
such  as  Defense  Supply  Agency  (DSA)  and  General  Services  Administration  (GSA).  This  ex¬ 
tension  was  a  part  of  ^e  Air  Force  Priority  Improved  Management  Effort  (PRIME)  68  test. 

It  was  followed  on  1  July  1968  by  Air  Force-wide  extension,  except  for  the  Pacific  Air  Com¬ 
mand  and  the  Air  National  Guard,  to  cover  in  the  stock  fund  all  expense  category  Items,  In¬ 
cluding  those  centrally  managed  by  the  Air  Force  Logistics  Command.  On  1  July  1969,  stock 
fund  financing  was  extended  to  all  the  supply  accounts  In  the  Pacific  Air  Command,  including 
those  In  Vietnam  and  Thailand. 

e.  Defense  Agencies.  Since  Its  organization  the  DSA  has  financed  through  the 
Defense  Stock  Fund  all  its  Inventories  of  mission  stocks,  Including  Items  that  may  be  con¬ 
sidered  as  Investment  when  purchased  by  a  using  Service.  The  only  stocks  exluded  are  In¬ 
dustrial  production  equipment  items  that  are  not  procured  by  DSA  kmt  are  redistributed  after 
being  declared  Idle  by  the  user.  In  FY  68  the  base  operating  supplies  at  two  DSA  depot 
activities  were  financed  in  the  stock  fund  on  a  test  basis.  At  the  beginning  of  FY  69,  stock 
fund  financing  was  extended  to  cover  all  base  inventories  of  applicable  Items  in  DSA,  the 
Defense  Atomic  Support  Agency,  and  the  National  Security  A^ncy. 

f.  Summary.  The  implementation  of  the  resource  management  system  tn  1968 
throughout  DOD  has  dictated  the  Services  organization  for  stock  fund  operations  In  CONUS. 

The  PRIME  requirement  that  the  stock  fuixl  finance  Inventories  until  the  using  organization 
was  ready  to  expend  the  Item  has  resulted  in  nearly  uniform  stock  fund  coverage  In  CONUS. 

The  principal  differences  in  stock  fund  coverage  of  the  Services  occur  In  their  organization 
of  stock  fund  operations  to  support  combat  operations  In  Vietnam.  The  differences  In  Service 
coverage  in  this  area  vary  widely  and  consist  principally  of  the  following: 
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(1)  The  Air  Force  use  of  stock  fund  to  finance  base  stocks  of  all  bases  in  Vietnam 
and  Thailand  as  of  July  1969. 

(2)  The  Navy  use  of  stock  fund  to  finance  inventories  at  Naval  Support  Activity, 

Da  Nang,  to  support  I  Corps  Tactical  Zone  and  not  using  stock  fund  to  finance  a  similar  but 
smaller  operation  in  Saigon. 

(3)  The  Army  use  of  stock  fund  to  finance  inventories  of  the  2d  Logistics  Com¬ 
mand,  Okinawa,  and  the  Marine  Corps  use  of  O&M  funds  to  finance  the  3d  Force  Service 
Regiment,  Okinawa. 

(4)  The  Army  and  Marine  Corps  decision  not  to  use  the  stock  fund  for  financing 
inventories  in  Vietnam. 

These  service  variations  in  the  use  of  stock  fund  to  finance  inventories  supporting  combat 
operations  in  Vietnam  are  justifted  on  the  basis  of  their  different  missions,  operational  re¬ 
quirements,  and  organization. 

3.  STOCK  FUND  MANAGEMENT  CHANNELS 


a.  Army 

(1)  The  Ai'my  Stock  Fund  is  centrally  managed  and  directed  by  the  offices  of 
both  the  Secretary  of  Financial  Management  (FM)  and  of  Installations  and  Logistics  (I&L) 
assisted  by  the  Comptroller  and  Assistant  Chief  of  ^aff,  Logistics.  Programming  and  man¬ 
agement  are  accomplished  through  seven  major  command  divisions  and  one  minor  division. 

The  latter  ts  the  Defense  Supply  Service,  Washington,  D.C.,  managed  by  a  component  of  the 
Office  of  the  Secretary  to  support  activities  in  the  Washington  area.  The  major  divisions  in¬ 
clude  two  under  the  Army  Materiel  Command  (AMC)  and  one  each  under  the  Continental  Army 
Command  (which  covers  46  branch  offices  managed  through  five  intermediate  commands)  and 
the  overseas  commands.  Management  in  tire  Pacific  had  been  centralized  in  Hawaii  at  the 
beginning  of  FY  65.  The  Army  decided  in  February  1^6,  however,  that  a  decentralized  system 
was  preferable  and  by  1  July  1967  all  supply  control  functions  had  been  returned  to  the  sub¬ 
ordinate  commands  in  Hawaii,  Japan,  Korea,  and  Okinawa.  All  stock  fimd  accounting  and 
reporting  was  decentralized  by  1  January  1968. 

(2)  The  AMC  manages  both  an  Instaliations  Division  (which  covers  base  level 
stocks  tn  47  branch  offices  imder  nine  intermediate  commands)  and  a  Command  Division.  The 
latter  division  finances  procurement  of  all  the  Army's  centrally  managed  stock  fund  items  at 
the  seven  commodity  commands.  It  also  covers  nine  other  subdivisions,  involving  five  other 
subordinate  commands.  These  subdivisions  finance  war  reserves  held  by  AMC  of  items  not 
managed  by  the  Army  and  act  as  clearing  accounts  for  certain  transactioLS  related  to  such 
items  that  are  in  transit  to  and  on  order  for  using  commands  and  military  assistance  pro¬ 
grams. 


(3)  The  Army's  system  of  management  through  commami  channels  is  referred 
to  as  horizontal  extension  of  the  stock  fund,  as  distinbnitshed  from  vertical  extension,  tn  which 
maiiagement  of  items  in  a  specific  commodity  category  is  programmed  and  controlled  through 
all  tlie  levels  and  commands  tn  the  supply  system.  From  1952  xmtil  the  beginning  of  FY  65,  the 
Army  had  used  the  vertical  system.  Each  of  the  command  fxmds  in  the  Army's  horizontal  sys¬ 
tem,  however,  uses  prescribed  commodity  categories  for  breakdowns  of  its  supply  transactions 
and  balances  so  that  full  knowledge  and  visibility  of  financial  data  on  a  commodity  basts  exist 
In  the  horizontal  system.  As  an  exception  to  the  horizontal  system,  a  test  of  a  limited  number 
of  critical  items  was  initiated  in  May  1968  as  Project  OASIS.4  0\h'nershtp  of  retail  teveis  of 


4aMC  Ownership  and  Accountability  of  SU|>cr  High  Dollar  Value  Secondary  Items  in  Overseas  Theater 
Depots.  (OASIS). 
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:ilx)ut  1800  stuck  fund  items  in  the  test  was  transferred  to  the  AMC  commodity  commands 
frum  the  user  cumniands.  Management  control  over  the  retail  inventories  also  was  trans¬ 
ferred,  a  departure  fi'oni  the  manner  in  w'hich  the  Army  had  previously  operated  vertical  stock 
funds  (prior  to  FY  65).  Continued  test  of  a  modified  system  to  supersede  Project  OASIS  as  of 
1  July  1970  is  ptanred.  Uy  centralizing  item  visibility  through  item  managers,  as  prescribed 
ii't  Uie  pure  horizontal  stuck  fund  systems,  improved  management  should  result. 

b.  Navy 

(1)  The  Navy  Stock  Fund  is  managed  by  the  Naval  Supply  System  Command, 
with  limited  guidance  and  su|)ervisioit  from  higher  echelons  in  the  Naval  Material  Command, 
the  Office  of  the  Chief  of  Naval  Operations,  and  the  Office  of  the  Assistant  Secretary  of  the 
Navy  (Financial  Management).  Dui-ing  the  past  2  years,  procedures  have  been  developed  for 
the  staff  of  the  Office  of  the  Comptroller  to  work  jointly  with  the  Naval  Supply  Systems  Com¬ 
mand  in  developing  the  financial  program  for  the  stock  fund  and  to  minimize  the  subsequent 
review  and  any  additional  program  adjustments  by  the  staff  offices  or  Secretarial  level  of  the 
Department. 

(2)  Management  of  the  Navy  Stock  Fund  Is  exercised  on  a  vertical  commodity 
category  basis  through  seven  control  points.  Only  three  of  these  are  conventional  national 
inventory  control  points  managing  items  that  are  primarily  centrally  procured  by  the  Navy. 

A  fourth  manages  forms  and  printed  matter.  The  other  three  involve  retail  commodities, 
but  each  Is  different. 

(3)  The  Navy  Fuel  Supply  Office  deals  with  a  small  number  of  items  involving 
large  quantities  and  high  dollar  value.  It  exercises  centralized  control  on  an  item  basis.  The 
Subsistence  Supply  Office  is  primarily  a  central  programming  and  systems  office  for  the  ship's 
store  and  commissary  store  stock  category,  with  full  decentralization  of  Inventory  manage¬ 
ment  to  the  base  level.  The  Fleel  Material  Supply  Office  (FMSO)  also  deals  with  base  level 
retail  inventories  that  are  managed  on  a  decentralized  basis  subject  lo  conlrol  on  a  summary 
financial  basis.  Under  FMSO  are  separate  verlical  commodity  categories  for  retail  pro- 
vtsions,  clothing,  and  other  GSA-  and  DSA-managed  commodities.  Also  under  FMSO  is  a 
relatively  new  retail  inventory  system  category  that  covers  the  complete  base  stocks  at  about 
80  of  the  smaller  bases.  Program  management  Is  exercised  through  command  channels. 
During  FY  70  more  than  10  percent  of  the  Navy  Stock  Fund  sales  were  made  through  this  retail 
inventory  system.  Further  extension  is  planned  but  the  extent  and  liming  are  unclear. 
Accounting  and  reporting  at  the  Navy  bases  on  the  retail  syslem  does  nol  provide  for  classifi¬ 
cation  of  transactions  on  a  commodity  calegory  basis,  although  the  semiannual  Inventory  strat- 
iftcations  Identify  the  balances  by  commodity  categories. 

c.  Marine  Cor_ps 

(1)  The  Marine  Corps  Stock  Fund  Is  managed  and  administered  by  the  Quarter¬ 
master  General  of  tlie  Marine  Corps.  The  financial  program  Is  subject  to  review  by  Ihe  fiscal 
director  prior  to  its  approval  by  Uk  Commandant.  Guidance  and  review  by  the  staff  offices  of 
the  Department  of  the  Navy  and  by  the  Immediate  offtce  of  the  Secretary  are  generally  the  same 
as  for  the  Navy  Stock  Fund. 

(2)  The  program  for  the  Marine  Corps  Stock  Fund  reflects  seven  categories  of 
materiel,  ^tiststence  and  commissary  stores  are  managed  directly  by  the  Quartermaster 
General,  with  decentraltzed  ttem  management  and  summary  financial  programs  for  each  of 
the  11  station  commissaries.  The  other  six  categories  are  centrally  managed  by  the  Marine 
Corps  Supply  Activity,  Philadelphia.  Stocks  of  Ihe  centrally  managed  items  In  the  Marine 
Corps  system  at  all  stations  tn  CONUS  and  Hawaii  are  ouned  by  the  Inventory  control  point 
until  issued.  However,  some  locally  purchased  retail  stocks  of  decontrolled  Items  are  sepa¬ 
rately  managed  at  the  station  level  under  a  summary  financial  program  received  directly  from 
the  Quartermaster  General. 
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d.  Air  Force 


(1)  The  Air  Force  Stock  Fund  is  mana^jed  in  seven  divisions  under  tiie  general 
supervision  and  guidance  of  the  headquarters,  exercised  through  tiie  Comptroller  and  other 
subordinate  commanders  with  limited  attention  from  the  Office  of  the  Secretary  of  the  Air 
Force.  A  small  division  finances  the  stocks  in  the  Cadt-k.  Store  and  is  managed  by  the  Air 
Force  Academy.  Another  finances  retail  stocks  of  medical  and  dental  materiel  and  is  managed 
on  a  summary  financial!  basis  by  the  Air  Force  Surgeon  General  through  a  field  office  in 
Phoenixville,  Pennsylvania.  The  other  divisions  are  managed  by  components  of  the  Air  Force 
Logistics  Command  (AFLC).  The  divisions,  covering  the  retail  stocks  in  clothing  sales  stores 
and  subsistence  commissaries,  respectively,  are  managed  on  a  summary  financial  basis  by  a 
support  office  in  Philadelphia.  The  Fuels  Division  covers  all  fuel  and  related  items  and  is 
centrally  managed  at  the  San  Antonio  Air  Materiel  Area.  The  General  Support  Division  and  the 
Systems  Support  Division  are  managed  at  AFLC  Headquarters.  The  General  Support  Division 
covers  retail  stocks  of  locally  purchased  andnou>Air  Force  managed  items.  It  is,  in  effect,  a 
horizontal  fund  controlled  through  command  chaiuiels  on  a  summary  financial  liasis.  The 
Systems  Support  Division  covers  all  centrally  managed  ex|x>nsc  category  items  and  finances 
worldwide  depot  and  base  stocks.  Subdivisions  are  managed  by  the  five  Air  Materiel  areas  for 
assigned  categories  of  items.  Control  of  base  stocks  is  essentially  accomplished  through  a 
centrally  programmed  computer  system  that  establishes  at  each  l)ase  the  stock  lists,  stock 
objectives,  and  reorder  points.  However,  the  central  inventory  manager  is  able,  if  necessary, 
to  redistribute  item  stocks  or  take  other  management  actions  to  improve  support  of  customer 
requirements  or  to  ensure  adherence  to  financial  program  objectives. 

e.  Defense  Agencies.  The  Defense  Stock  Fund  includes  a  large  division  managed  by 
the  DSA  and  small  retail  divisions  managed  by  the  Defense  Atomic  Support  Agency  and  the 
National  Security  Agency.  Within  DSA,  seven  commodity  categories  are  separately  pro¬ 
grammed  and  managed  through  five  inventory  control  points  that  operate  the  wholsesale  sys¬ 
tem  within  CONUS.  In  addition,  the  retail  operating  supplies  at  the  eight  installations  managed 
by  DSA  are  administered  as  an  additional  category  through  summary  financial  programs 
authorized  directly  by  the  headquarters. 

f.  Summary.  Although  the  channels  for  management  of  the  Services  and  Defense 
Stock  Funds  appear  to  be  separate,  a  common  pattern  exits.  In  every  case  the  financial  man¬ 
agement  channels  used  are  consistent  with  assigned  supply  support  responsibilities.  Main¬ 
tenance  o(  this  consistency  is  essential  to  effective  management. 

4.  CAPITAL  TRANSFERS  AND  CASH  BALANCES 

a.  Between  31  December  1954  (upon  expiration  of  authority  granted  in  1949  legislation 
to  provide  capital  for  the  working  capital  funds  by  administrative  transfers  from  other  accounts) 
and  25  March  1966,  the  DOD  could  increase  or  transfer  the  cash  working  capital  of  a  stock 
fund  only  by  obtaining  congressional  authorization  in  an  api)ropriation  act.  With  the  enactment 
of  the  Supplemental  Defense  Appropriation  Act,  1966,  transfers  were  authorized  between  work¬ 
ing  capltk  funds  during  the  current  fiscal  year  in  such  amowits  as  determined  by  the  Secretary 
of  Defense  with  the  approval  of  the  Bureau  of  the  Budget  (BOB).  This  provision  has  been  re¬ 
peated  in  each  subsequent  fiscal  year.  This  transfer  authority  minimizes  the  necessity  for 
requesting  congressional  a^^rov^  for  an  augmentation  of  one  of  the  stock  funds  when  increased 
requirements  occur.  Also,  when  the  increased  need  is  not  anticipated  in  time  for  inclusion  in 
a  scheduled  budget  cycle,  the  transfer  authority  can  be  exercised  with  little  delay.  Even 
though  the  transfer  authority  is  available  for  use  only  when  cash  capital  can  be  spared  )>y 
another  fund,  the  impact  of  ctumglngprogramsusually  differs  between  Services  and  on  the  dif¬ 
ferent  funds,  so  that  the  transfer  capability  is  of  definite  value.  In  the  review  of  the  annual 
budget  estimates,  it  has  become  customary  for  the  Office  of  the  Secretary  of  Defense  (OSD)  to 
consider  the  comparative  actual  and  fcirecasted  cash  positions  of  all  five  stock  funds  in  a  con¬ 
solidated  Program  and  Budget  Decision.  Planned  transfers  between  working  capital  funds  are 
established  the  basis  of  the  a^^roved  programs  for  each  fund  to  provide  a  balanced  cash 
availability  In  each  fund. 
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Ij.  Table  9  idetitifios  the  changes  in  stock  fluid  capital  that  have  occurred  through 
appro[)rtatiuti  and  transfer  actions  between  FY  65  and  FY  69  and  those  currently  planned  in 
FY  70  and  1971  on  tne  basis  of  the  OSD  and  BOB  review  of  the  FY  71  budget  estimates.  Al- 
Uiough  only  one  actual  and  two  plaiined  transfers  are  based  on  the  transfer  authority  in  the 
general  provision,  the  value  of  the  provision  and  the  desirability  of  converting  it  to  a  per- 
niajient  basis  are  generally  recognized  in  the  DOD  An  alternative  consideration  has  been  to 
propose  consolidation  of  the  five  stock  funds  to  one.  This  wouid  provide  complete  flexibility 
iii  the  utilization  of  the  working  capital  in  all  stock  funds,  but  would  have  little  other  signif¬ 
icance  from  a  programming,  accounting,  or  management  standpoint.  It  wouid  actually  pro¬ 
vide  less  flexibility  than  the  current  general  prevision,  however,  since  all  working  capital 
funds  —  including  the  five  industrial  funds  in  which  the  a^regate  Government  equity  was 
$423  million  at  the  end  c?.  FY  69  —  are  covered  with  the  stock  funds  in  tJie  existing  transfer 
authority. 


TABLE  9 

CHANCES  IN  STOCK  FUND  CASH  CAPITAL  BY  APPROPRIATIONS  AND  TRANSFERS 

(In  Millions  of  ix^llars) 


Army 

Navy 

Mar  Corps 

Air  Force 

Defense 

Stock 

Stock 

Stock 

Stock 

Stock 

Fiscal  Year 

Fund 

Fund 

Fund 

Fund 

Fund 

Actual 

1965 

-35 

0 

0 

-41 

-117.3 

1966 

0 

0 

0 

0 

-30 

1967 

+351 

+77 

0 

0 

+107 

1968 

+60 

U 

+30* 

-SO 

+118.4 

1966 

-360 

-325 

0 

-525 

-300 

Proposed  (FY  71  Budget) 

1970 

0 

+27* 

0 

•300 

-127 

1971 

-220 

+97* 

0 

-67 

-72 

'Based  on  authority  for  Transfer  between 

working  capital  funds. 

c.  In  FY  65,  the  slock  funds  were  generating  cash  from  the  liquidation  of  long  supply 
inventories  that  did  not  require  replacement  when  sold.  The  President's  budget  had  proposed 
transfers  to  other  accounts  totaling  $200  million,  which  were  Increased  by  the  Congress  to 
$240  in  the  Appropriation  Act.  The  actual  transfers  were  only  $193.3  mlUlon  because  the 
gaining  n.  counts  were  determined  at  the  end  oi  tlie  year  not  to  need  the  fuil  amounts. 

d.  In  the  FY  66  Budget,  continuation  of  the  inventory  liquidation  was  planned,  with 
rescissions  ^transfers  out)  of  a  total  of  M70  million.  With  the  exception  of  a  transfer  of 
$20  niiUlon  from  the  Defense  Stock  Fund  to  the  Defense  Industrial  Fund  to  provide  the  Initial 
c.'ipltal  for  the  newly  established  Defense  Communications  System,  none  of  these  transfers 
was  actually  made.  However,  the  transfers  were  ircluded  by  the  Congress  in  tl<e  basic 
Appropriation  Act  (September  1965)  so  that  the  Congress  would  not  txed  to  increase  the  ne'v 
ubiI[^tlonal  authority  to  offset  their  deletion.  In  the  Supplemental  Defense  Appivopriation 
Act,  1966,  new  obligation  authority  was  provided,  as  requested  by  the  Presi^iit,  to  replace 
the  amounts  that  could  not  be  transferred  from  the  stock  funds. 
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e.  In  the  meantime,  the  cash  impact  of  the  increased  inventory  levels  required  to 
support  the  escalating  operations  in  Vietnam  was  greater  than  the  relief  afforded  by  this  action. 
To  accommodate  these  requirements  without  new  appropriations,  the  Supplemental  Defense 
Appropriation  Act,  1966,  also  provided  relief  from  the  DOD  legal  interpretation  of  Section  3679 
of  the  Revised  Statutes:  that  cash  balances  were  required  to  cover  the  amount  of  outstanding 
accounts  payable  in  each  stock  fund.  The  general  provision  added  for  this  purpose,  which  has 
been  included  in  each  subsequent  annual  appropriation,  states  that  cash  balances  need  to  be 
maintained  only  in  the  amounts  necessary  for  cash  disbursements.  This  is  currently  Section 
639  of  the  Defense  Appropriation  Act,  1970. )  The  extent  of  the  relief  granted  by  this  provision 
is  indicated  by  the  fact  that  reported  accounts  payable  in  the  five  stock  funds  at  the  end  of  FY  66 
totaled  $790  million.  The  aggregate  cash  balances  of  the  funds  declined  from  $806  million  at  the 
beginning  of  the  fiscal  year  to  $547  million  at  the  end  oi  the  year.  The  increased  turnover  rate 
of  this  cash  balance  is  evidenced  by  the  iact  that  gross  expenditures  averaged  $765  million  per 
month  in  FY  66  and  $1,052  million  per  month  in  FY  67. 

f.  The  President's  budget  for  FY  G7,  as  submitted  in  January  1966,  did  not  propose 
any  changes  in  the  capital  of  the  stock  funds.  By  the  beginning  of  the  fiscal  year,  however,  the 
need  for  additional  cash  in  the  Army,  Navy,  and  Defense  accounts  was  recognized  and  funds  were 
included  in  the  Supplemental  Defense  Appropriation  Act,  1967,  which  was  enacted  4  April  1967. 
Further  increases  in  cash  were  provided  to  the  Army  and  Defense  accounts  in  the  DOD  Appro¬ 
priation  Act,  1968,  enacted  29  September  1967.  The  requirements  of  the  Marine  Corps  Stock 
Fund  were  met  by  the  FY  68  transfer  from  the  Air  Force  Stock  Fund.  During  these  2  years, 
however,  the  aggregate  cash  balances  of  the  stock  funds  declined  to  $464  million  at  the  end  of 

FY  67  and  $302  million  at  the  end  of  FY  68.  There  were  repeated  occasions  during  this  period 
when  most  of  the  funds  were  forced  to  take  extraordinary  management  actions  as  a  result  of 
critically  low  cash  balances. 

g.  During  FY  69  most  of  the  stock  funds  were  again  generating  cash  through  liquidation 
of  inventories  built  up  to  support  anticipated  demands  higher  than  were  actually  occurring  and 
ihrough  the  effect  of  capitalizing  additional  commodities.  Transfers  totaling  $1, 510  million 
were  made  to  the  procurement  appropriations,  with  the  result  that  the  cash  balances  again  de¬ 
clined  to  a  low  of  $248  million  at  the  end  of  FY  69.  Continuing  pressure  from  the  OSD  to  ensure 
that  stock  fund  management  would  accomplish  the  scheduled  cash  generation  was  r-^cessary 
during  the  year.  ^  Even  so,  all  of  the  transfers  would  not  have  been  possible  without  advance 
payments  for  unfilled  orders  made  by  customers  of  the  Army  and  Navy  Stock  Funds,  as  an  ex¬ 
ception  to  normal  operating  procedures. 

h.  The  programs  for  FY  70  and  FY  71  contemplate  net  rescissions  In  much  smaller 
amounts  than  In  1969,  while  liquidating  the  advances  from  customers  and  increasing  the  total 
cash  balances  to  $493  million  at  the  end  of  FY  70  and  to  $788  million  at  the  end  of  FY  71.  The 
additional  cash  requirements  of  the  Navy  Stock  Fund  are  planned  to  be  satisfied  by  transfers 
from  the  Air  Force  and  Defense  Stock  Funds  in  which  a  continuing  liquidation  of  long-supply  In¬ 
ventories  is  scheduled. 

i .  It  is  doubtful  that  the  recognition  Jeing  given  In  the  FY  71  budget  to  relieving  the 
administrative  problems  created  when  cash  balances  are  disproportionately  low,  in  relation  to 
the  volume  of  business,  is  adequate.  From  FY  66  to  FY  70,  a  factor  of  1 1/2  percent  of  planned 
collections  and  expenditures  was  used  by  OSD  to  compute  the  principal  part  of  the  cash  balance 
requirement,  as  a  safeguard  against  unpredictable  variances  in  the  cash  flow  estimates.  In  the 
FY  71  budget,  this  factor  has  been  increased  to  2  1/2  percent  to  provide  a  higher  degree  of 
protection.  With  the  increased  factor,  the  cash  balance  should  approximate  2. 6  weeks  of  dis¬ 
bursements,  rather  than  1. 6  weeks.  Considering  the  rapidity  and  magnitude  of  potential  pro¬ 
gram  changes,  however,  it  would  appear  that  a  variance  factor  of  at  least  30  days  should  be  a 
minimum  after  programming  to  standard  levels  of  accounts  receivable  and  accounts  payable. 

With  such  a  higher  cash  balance,  there  would  also  be  a  somewhat  greater  capability  to  finance  a 
surge  in  requirements  in  connection  wiu;  any  new  emergency,  pending  the  review  of  revised 
program  levels. 


5 

Deputy  Secretary  of  Defense  (Comptroller),  Memorandum,  subject:  Stock  Fund  Cash.  15  February  1969. 
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j  .  Allhou^lj  the  apijroprialion  and  transfer  actions  between  FY  65  and  FY  69  show  net 
withdrawals  of  cash  working  capital  in  all  stock  funds  except  the  Marine  Corps,  the  extended 
use  of  slock  fund  financing  resulted  in  substantial  increases  in  the  net  investment  of  the  Govern¬ 
ment,  as  recorded  in  the  slock  fund  accounts.  This  development  is  shown  in  Table  10. 


TAHLK  to 

mVKHNMKNT  EQUITY  IN  DOD  STOCK  FUNDS 
(In  Millions  of  Dollars  at  End  of  FY) 


Army 

Navy 

Mar  Corps 

Air  Force 

Defense 

Fiscal 

Stock 

Stock 

Stock 

Stock 

Stock 

Year 

Fund 

Fund 

Fund 

Fund 

Find 

Total 

l%5 

2,389 

9H3 

230 

401 

2,257 

6,259 

196  f. 

2.633 

936 

234 

400 

2,329 

6,552 

1967 

3,388 

1,103 

240 

422 

2,686 

7,889 

1968 

3,611 

1,072 

247 

377 

2,972 

8,279 

1969 

3,406 

1,922 

281 

2,475 

2,888 

10,971 

Note;  Changes  arc  due  to  appropriation  and  transfer  actions,  operating  gains  and  losses,  and 
inventor^'  tnonsfers  (capitaH^ations  and  decapitalizations)  between  accounts. 


5.  MANAGEMENT  CONTROLS  AND  RESTRAINTS 


a.  The  programming  of  every  stock  fund  activity  is  based  on  the  approach  reflected  in  the 
standard  operating  budget  format  prescribed  by  OSD.  The  stock  fund  operating  budget  is  a  fore¬ 
cast  of  the  Items  to  be  issued  during  the  budget  period  and  of  the  items  required  to  be  on  hand 
and  on  order  at  the  end  of  the  period  to  support  continued  operations,  offset  by  the  estimated 
application  of  the  assets  available  and  new  procurement  required  during  the  period.  The  deter¬ 
mination  of  requirements  estimates  and  the  stratification  procedure  for  estimating  the  appli¬ 
cability  of  inventories  are  governed  by  su|^ly  policies  and  by  the  plans  and  objectives  of  using 
activities.  The  factors  are  further  influenced  financial  policies  or  considerations  to  the  ex¬ 
tent  necessary  to  ensure  realism  and  reasonable  judgment  in  balancing  the  results  to  be  accom¬ 
plished  with  the  cost  of  acquiring  and  maintaining  the  desired  inventory  levels.  This  procedure 
can  be  followed  on  an  individual  item  basis,  priced  to  provide  dollar  amounts,  or  it  may  be  de¬ 
veloped  for  groups  of  items  on  a  summary  dollar  basis.  The  financial  programs  for  divisions 

or  control  points  managing  thousands  of  items  are  necessarily  stated  in  dollar  summaries, 
regardless  of  the  extent  to  which  they  are  based  on  individual  item  supply  control  and  analyses. 

b.  When  a  program  for  a  stock  funds  luts  been  developed  and  approved  as  a  reasonable 
statement  of  what  should  be  done  on  the  basis  of  the  policies  and  assumptions  or  estimates  accepted 
as  being  proper,  the  primary  purpose  of  any  management  control  or  restraint  is  to  ensure  (1) 
that  item  managers  proceed  in  accordance  with  the  policies  and  objectives  approved,  and  (2) 
that  attention  will  be  directed  to  any  area  (a)  where  actual  requirements  develop  differently 
from  those  anticipated  in  the  preparation  of  the  pre^ram  or  (b)  where  management  actions  are 
not  consistent  with  the  approved  policies  and  objectives.  The  purpose  and  the  concept  are  sub¬ 
stantially  the  same  whether  used  by  a  higher  headquarters  in  administering  a  subordinate 
activity  or  by  an  Inventory  control  point  in  administering  internal  commodity  management 
elements.  Financial  controls  cannot  ensure  that  good  judgment  is  reflected  in  all  management 
acilcns,  but  they  do  provide  a  means  of  measuring  the  results  that  are  accomplished  in  relation 
to  those  planned  and  provide  assistance  to  the  manager  in  identifying  any  part  of  the  supply 
system  that  is  not  functioning  as  anticipated. 
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c.  The  principal  method  of  financial  control  in  the  Department  of  Defense  is  based  on 
the  provisions  of  Section  3679  of  the  Revised  Statutes,  as  amended  (31  U.S.  C.  665).  This  law, 
known  as  the  Anti -Deficiency  Act,  requires  annual  appropriations  to  be  apportioned  in  a  manner 
that  will  prevent  exhaustion  of  the  funds  before  the  end  of  the  period  covered  and  requires  no¬ 
year  funds  to  be  apportioned  to  achieve  the  most  effective  and  economical  use.  Apportionment 
is  the  authorization  of  the  use  of  obligation  authority  In  an  appropriation  or  fund  as  made  by  the 
BOB.  Within  the  DOD,  allocations  and  allotments  are  comparable  authorizations.  These  con¬ 
trols  apply  only  to  the  obligations  that  may  be  incurred.  Other  or  additional  administrative 
controls  may  also  be  utilized,  such  as  the  establishment  of  limitations  or  targets  for  expendi¬ 
tures,  accrued  costs,  or  inventory  levels. 

d.  The  DOD  has  found  that  a  stock  fund  program  cannot  really  be  expressed  in  terms  of 
an  obligation  limitation  alone,  although  such  a  limitation  does  serve  to  call  attention  to  changes 
in  program  requirements  that  result  in  a  need  for  adjusting  the  planned  obligations.  A  stock 
fund  program  reflects  the  interrelationship  of  the  many  Actors  on  which  it  is  based  and  is  best 
expressed  as  a  series  of  time-phased  objectives  that  include  sales,  commitments,  obligations, 
receipts  from  procurement,  disbursements,  inventory  on  hand,  and  inventory  on  order.  The 
amounts  of  these  objectives  are  designed  to  reflect  appropriate  actions  to  supply  current  de¬ 
mands  and  to  adjust  Inventories  at  all  times  to  the  optimum  levels.  Where  an  element  of  a 
stock  fund  is  being  programmed  and  managed  In  this  manner,  the  apportionment  system  of  con¬ 
trol,  as  such,  is  not  really  significant,  since  it  is  not  the  primary  means  of  avoiding  unnecessary 
obligations  or  achieving  the  most  effective  and  eccmomical  use  of  the  funds. 

e.  Of  the  five  stock  funds  in  the  DOD,  parts  of  two  are  currently  exempted  from  ap¬ 
portionment.  (Under  the  statute,  the  BOB  is  permitted  to  exempt  working  capital  funds  from 
apportionment, )  These  are  the  Continental  Army  Command  Division  in  the  Army  and  five  of  the 
seven  Divisions  in  the  Air  Force  (exciuding  only  tlie  large  General  Support  and  Systems  Support 
Divisions).  The  exemption  from  apportionment  does  not  diminish  the  program  control  exercised 
by  OSD  over  these  divisions.  Its  advantage  to  DOD  is  limited  to  the  timesaving  ol  processing  a 
program  adjustment  formally  through  the  BOB,  which  Involves  from  1  to  15  days.  The  partial 
exemption  has  the  disadvantage  of  complicating  the  formats  used  to  express  the  programs. 
Because  of  these  facts,  little  interest  has  been  shown  In  the  Services  and  agencies  other  than 
the  Air  Force  In  obtaining  or  extending  any  partial  exemptions  from  apportionment.  The  ex¬ 
emption  of  an  entire  fund  would  be  desirable,  however,  since  It  would  eliminate  the  necessity  of 
using  the  apportionment  form  (DO  Form  1105).  This  form  includes  a  number  of  technically 
defined  entries  required  by  the  BOB,  so  that  Its  preparation  is  not  simple  and  it  Is  relatively 
meanlngiess  without  supporting  schedules  to  identify  the  real  content  of  the  programs  to  which 

It  Is  related.  Substitution  of  a  DOD  form  more  applicable  to  stock  fund  operations  to  record  the 
request  for  and  approval  of  a  stock  fund  program  would  be  a  distinct  Improvement 

f .  It  Is  not  unreasonable  to  anticipate  that  the  BOB  will  give  favorable  consideration  to 
exemption  from  apportionment  for  all  stock  funds  In  the  DOD.  During  the  Vietnam  erri,  the 
Bureau  has  approved  aii  OsD  requests,  without  adjustments.  This  procedure  has  been  possible 
because  the  ^B  staff  has  participated  informally  with  the  OSD  staff  In  the  detailed  revievs  of 
all  stock  fund  programs  and  because  the  Secretary  of  Defense  and  Assistant  Secretary  (Comp¬ 
troller)  have  been  kept  closely  informed  of  Bureau  (and  Presidential)  policies  requiring  con¬ 
sideration.  As  a  result.  Bureau  approval  was  suhst^Ually  ensured  before  submission  of  each 
apportionment  form.  This  Informal  coordination  would  be  expected  to  continue  if  the  use  and 
formal  approval  of  the  Form  1105  were  dropped.  It  will  be  necessary,  however,  to  convince 
the  Bureau  that  stock  fund  program  control  In  OSD  and  In  each  of  the  departments  and  applicable 
Defense  agencies  functions  In  a  manner  tliat  ensures  effective  and  economical  use  of  the  funds 
so  that  the  apportionment  process  Is  not  needed.  After  exemption  under  these  conditions,  BOB 
Influence  on  stock  fund  programs  would  be  much  the  same  as  at  present.  The  BOB  power  to 
withdraw  the  exemptions  from  appoiiionment  would  ensure  that  Its  participation  could  not  be 
rejected  and  that  both  OSD  and  Bureau  staff  would  be  reasonably  certain  to  continue  to  be 
responsive  to  Presidential  guidance. 
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g.  Finant'lal  oontruls  do  not  act  as  constraints  if  (1)  actual  requirements  do  not  exceed 
Uie  a[)i)roved  pro^ratn;  (2)  management  errors  or  niisjudgnients  do  not  result  in  overprocore- 
iiienl  of  sor.if  items,  leaving  inadequate  funds  for  other  item  requirements;  or  (3)  changes  in 
requirenienis  can  tx?  identified  and  timely  revisSons  of  the  approved  programs  accomplished. 
Itecause  departures  from  these  conditions  occur  from  time  to  time,  instances  have  occurred 
where  financial  constraints  served  to  delay  the  procurement  of  needed  items.  Such  an  event  is 
inherent  in  a  complex  supply  sy.stem  where  both  human  and  machine  errors  can  occur.  Without 
the  constraints,  both  discovery  and  correction  of  the  errors  is  more  difficult.  In  this  reapect, 
the  constraints  are  clearly  a  management  tool  without  which  logistical  support  is  more  costly. 
Moreover,  the  constraints  arc  an  essential  means  of  ensuring  that  subordinate  com.mand  levels 
cannot  prejudge  program  change  decisions  and  initiate  actions  that  are  not  approved. 

6.  STOCK  FUND  FINANCIAL ^.OGRAMS  IN  THE  VIETNAM  ERA.  The  apportionments  of 
stock  funds  during  the  Vietnam  ora  arc  sumniarized  in  Appendix  B.  Apportionment  requests 
were  frequent'y  accompanied  by  transmittal  letters  summarizing  the  basis  for  the  submission 
and  by  more  or  less  voluminous  justification  data  (as  prescribed  by  DOD  Manual  7110-1-M  and 
as  supplemented  by  the  requesting  agency).  Additional  justification,  as  well  as  more  detailed 
explanations,  was  usually  presented  at  informal  hearings  heid  by  the  reviewing  staffs,  some¬ 
times  at  the  management  control  points  in  the  field.  The  action  by  the  reviewers  is  sometimes 
recorded  in  letters  and  markaip  scnedules,  and  often  in  supplemental  verbal  comments.  Be¬ 
cause  of  the  varied  and  informal  procedures  and  general  lack  of  effort  to  document  fully  on  the 
record  the  basis  for  each  action  proposed  and  taken,  it  is  virtually  impossible  to  reconstruct 
in  detail  the  complete  history  of  these  numerous  financial  program  changes.  The  observations 
sumnwarized  in  the  following  paragraphs  are  drawn  from  review  of  a.«  many  of  the  apportionment 
records  and  other  related  data  as  it  was  practicable  to  locate  and  examine. 

u.  Program  changes  were  too  numerous  and  frequent  for  efficient  operations.  The 
causes  were  mure  or  less  unavoidable  under  the  circumstances  but  greater  effort  to  minimize 
the  changes  should  have  been  made. 

(1)  The  manner  in  which  military  force  requirements  forSE  Asia  were  established 
is  reviewed  in  detail  in  the  Military  Persorjiel  in  Operational  Logistics  Monograph  Included  In 
the  JLRD  review.  Both  the  manpower  strengths  and  the  types  of  units  to  be  deployed  were 
constantly  changing  and  plans  for  additional  changes  were  constantly  being  prepared  and  re¬ 
viewed  throughout  the  Vietnam  era.  Under  these  conditions,  also  involving  fluctuating  activity 
rates  in  niiliiary  operations,  the  consumption  rates  for  most  items  of  expense  material  were 
variable  and  difficult  to  forecast. 

(2)  The  effect  of  varying  requirements  was  accentoated  by  deficiencies  in  the 
availabilUy  of  management  information  data  relating  to  supply  status  of  materiel  In  t.**anslt  to 
and  in  Vietnam  and  by  deficiencies  In  the  procesalrg  of  requisitions.  These  deficiencies  had 
the  effect  of  misleading  CONUS  inventory  managers  as  to  what  the  real  requirements  were. 

(3)  The  flow  of  program  guidance  from  the  Secretary  of  Defense  to  the  Inventory 
managers  was  Inadequate.  Development  of  program  changes  in  the  proper  order  of  magnitude 
and  on  a  timely  Ixisis  was  handicap[)cd  by  the  difficulty  of  determining  at  the  working  level  what 
the  real  program  objectives  were  at  any  given  time.  Greater  initiative  and  leadership  In  giv»ng 
direction  to  the  inventory  managers  and  to  those  processing  their  financial  programs  would  have 
facilitated  the  .supixirt  of  logistic  operations.  When  significant  changes  In  plans  were  under 
ciin.'aderallon  and  when  marked  increase.s  in  the  prolability  of  contingency  requirements  were 
recognized,  more  prompt  and  clear  guidance  with  respect,  to  improving  the  capability  to  meet 
higher  requiremenl.s  for  the  types  of  materiel  most  likely  to  become  critical  should  have  been 
[irovick'd. 


(■i)  In  Uu'  opinion  of  the  DOD  reviewing  authoritie.s  the  judgment  displayed  by 
certain  inventory  managers  in  managing  their  program  was  questionable.  The  programs  for  the 
coniniodities  managed  were  suliject  to  particularly  critical  review.  The  results  of  this  review 
imltcaicd  a  need  for  management  improvements.  Until  supply  management  improved,  continued 
buying  of  quantities  of  the  wrong  items  accomp.anied  by  constrained  buying  of  needed  Items  per- 
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b.  Lack  of  obligution  authority  when  needed  has  not  been  a  problem  within  any  stock 
fund,  although  stock  fund  inventory  managers  at  times  have  lacked  the  authority  to  use  obligation 
authority  that  they  considered  to  be  needed.  Statutory  authority  exists  in  10  U.  S.  C.  2210(b)  to 
utilize  a.nticipated  reimbursements  to  an  indefinte  extent  as  a  basis  for  incurring  obligations. 

The  use  of  this  authority  is  subject  to  the  control  of  the  Secretary  of  Defense  and  the  approval  of 
the  BOB.  These  controls  do  not  diminish  the  value  of  the  flexibility  in  obligation  authority  pro¬ 
vided,  but  do  illustrate  that  its  effectiveness  depends  on  the  administrative  skill  and  wisdom  of 
judgment  with  which  program  decisions  are  proposed,  justified,  and  approved.  A  stock  fund  is 
a  revolving  fund  whether  centrally  managed  at  the  departmental  level  or  controlled  by  lower 
majiagement  echelons. 

7.  CONCLUSIONS  AND  RECOMMENDATIONS 


a.  Conclusions 

(1)  Supply  system  inventories  of  expense  items,  including  stocks  at  both  whole¬ 
sale  (depot)  and  retail  (base)  levels,  are  of  such  magnitude  in  dollar  value  und/or  in  numl«r  of 
items  that  both  financial  management  and  item  supply  control  techniques  are  required.  The 
classical  concept  for  the  use  of  stock  funds  with  adequate  capitalization  when  not  constrained  by 
apportionment  procedures  could  be  an  effective  and  efficient  procedure  for  financing  those  supply 
system  inventories  that  support  and  complement  the  user  stocks. 

(2)  Within  the  broad  framework  of  established  OSD  stock  fund  policy,  the  Services 
mv'.st  have  the  flexibility  to  organize  their  stock  fund  operations  in  a  manner  that  best  supports 
the  accomplishment  of  their  assigned  missions. 

(3)  The  Office  of  Secretary  of  Defense  procedures  of  stock  fund  program  review 
and  control  make  the  Bureau  of  the  Budget  apportionment  of  stoci  funds  unnecessary  to  ensure 
the  most  effective  and  economical  use  of  the  funds. 

(4)  The  authority  to  maintain  minimum  cash  balances  in  and  to  transfer  capital 
between  working  capital  funds  has  been  provided  on  an  annual  basis  since  FY  G6.  These  pro¬ 
cedures  will  be  needed  indefinitely  for  efficient  management  of  resources. 

(5)  Stock  fund  cash  balances  have  in  general  been  too  low  since  the  end  of  FY  66 
in  relation  to  the  volume  of  business  processed.  For  e.xample,  the  aggregate  ca.sh  availability 
in  all  stock  funds  on  1  July  1969  was  $253  million,  only  slightly  more  than  the  $230  million 
average  weekly  rate  of  disbursements  now  anticipated  for  FY  70.  Because  the  maintenance  of 
higher  cash  balances  for  the  stock  funds  on  the  books  would  have  little,  if  any,  effect  on  with* 
drawals  of  cash  from  the  treasury,  there  is  no  real  cost  to  the  Government  from  authorizing  the 
higher  balances. 

b.  Recommendations.  The  Board  recommends  that: 

(FM-2)  Tlie  Office  of  the  Secretary  of  Defense  establish  with  the  Bureau  of  the 
Budget  the  conditions  required  to  obtain  apportionment  exemptions  for  stock  funds  and  a  schedule 
for  qualifying  each  fund  for  exemption  (conclusions  (1)  and  (3)). 

(FM-3)  The  Office  of  the  Secretaiy  of  Defense  seek  permanent  statutory  authority 
(replacing  the  general  provision  included  annually  in  the  Defense  Appropriation  Act)  to  permit 
sufficient  cash  Ixilancc  of  working  capital  funds  to  be  only  the  amount  needed  to  cover  disburse¬ 
ments  and  to  authorize  transfers  of  capital  between  working  eapital  funds  (conclusions  (2)  and 
(4)). 


(FM-4)  To  suppoil  sound  management,  the  Office  of  the  Secretary  of  Defense  pro¬ 
gram  ir.ore  adeqiuite  cash  balances  in  stock  funds,  including  a  greater  allowance  for  unanticipa¬ 
ted  program  changes,  so  that  the  planned  balance  in  each  fund  should  be  equal  to  at  least  30 
days  of  disbursements  (conclusion  (5)). 
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CHAPTER  VI 

INVESTMENT  COSTS  -  CONSTRUCTION 


1.  INTRODUCTION.  This  chapter  discusses  the  financial  management  procedures  employed 
in  the  Vietnam  construction  effort  and  the  adaptability  of  these  procedures  to  contingency  oper¬ 
ations.  Unlike  funding  in  other  wars,  the  funding  of  the  majority  of  this  construction  effort  was 
through  Military  Construction  (MILCON)  Appropriations,  and  peacetime  programming  and  bud¬ 
geting  procedures.  Comments  received  by  the  Joint  Logistics  Review  Board  point  to  the  ad¬ 
verse  effects  experienced  through  use  of  these  procedures.  Stressed  also  was  the  need  for  a 
better  balance  between  the  flexibility  provided  to  the  combat  commander  in  the  use  of  construc¬ 
tion  funds  and  the  control  of  the  overall  effort  retained  at  the  Washington,  D.  C. ,  level.  Find¬ 
ings  of  previous  studies  and  reports  on  construction  in  Vietnam  have  emphasized  that  a  con¬ 
tinuing  division  exists  at  various  echelons  between  those  individuals  desiring  program  and  fi¬ 
nancial  control  for  each  item  at  the  Washington  level  and  those  desiring  complete  flexibility  in 
the  accomplishment  of  construction  in  the  combat  area.  Areas  addressed  in  paragraphs  4  to  8 
of  this  chapter  are  discussed  in  the  Construction  Monogr^h  and  will  not  be  discussed  in  detail 
in  this  chapter. 

2.  DEFINITION  OF  INVESTMENT  COSTS 

”. . . .  Investment  costs  are  those  costs  usually  associated  with  the  acquisition 
of  equipment  and  real  property.  Construction,  including  the  cost  of  land  and  rights 
therein,  is  also  an  Investment  cost  for  program-budgetary  purposes.  Construc¬ 
tion  is  the  erection,  installalion,  or  assembly  of  a  new  facility;  the  addition,  exten¬ 
sion,  alteration,  conversion,  or  replacement  of  an  existing  facility;  the  acquisition 
of  a  facility,  etc.  Construction  is  distinguished  from  repair  or  maintenance  in 
that  repair  or  maintenance  has  tlie  effect  merely  of  keeping  the  asset  in  its  custom¬ 
ary  state  of  operating  efficiency.  Construction  includes  equipment  installed. 

3*  OBJECTIVE.  The  objective  of  financial  management  systems  for  MILCON  Is  to  control 
funds  authorized  for  construction  within  the  ^ropriatioii,  apportionment,  and  obligating 
authority  specified  by  law.  As  stated  in  Chapter  111  of  this  monograph,  the  system  must  ac¬ 
complish  this  objective  in  consonance  with  Section  S679  of  the  Revised  Statutes,  as  amended 
(31  U.  S.  C.  665),  and  the  desires  of  Congress  and  other  agencies'  requirements  for  financial 
information.  Inherent  in  this  objective  is  the  concej^  of  providing  the  most  effective  and  eco¬ 
nomical  management  of  construction  funds  throu^  the  financial  procedures  prescribed. 

4.  CONSTRUCTION  FINANCIAL  PRCKEDURES 

a.  Decision  to  Use  MILCON  Funds.  Prior  to  FY  65,  funds  made  available  for  con¬ 
struction  in  the  Republic  of  Vietnam  were  primarily  through  the  Military  Assistance  Program 
(MAP)  and  for  the  Republic  of  Vietnam  Armed  Forces.  Subsequent  to  the  Tonkin  Gulf  incident, 
the  Secretary  of  Defense,  by  memorandum  of  2  September  1964,  directed  that  construction 
costs  related  to  the  deployment  of  nonadvisory  units  be  funded  from  appropriations  available  to 
the  military  departments  rather  than  MAP.  3  Further,  obligations  and  expenditures  incurred 
against  MAP  funds  for  certain  specified  projects  previsouly  aj^roved  under  the  MAP  but 


^Department  of  Defense  Instruction  7040.5,  Definition  of  Fxpenso  and  Inve.stinonl  Custs,  1  September  1900. 
Secretary  of  Defense.  Memorandum,  subject:  Funding  of  Costs  of  U.  S.  Force  Buildup  In  Vietmim,  2 
September  1964. 
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rfijuiifil  fur  iiun;iitvisui y  units  were  to  Ik*  transferred  to  or  reimlnirsori  l>y  applicable  military 
J(‘piirtiiu‘iU  ;j[)[)ropi  lalioiis.  AUhoui.*,h  the  Secretary  of  Defense  inemoraiiduin  did  not  specifically 
slaie  that  liie  (  (mslrucUon  l  equire'nuuts  of  U.S.  forces  would  be  financed  by  MILCON  appro¬ 
priations.  tlu*  iniplemenling  jiuidancc  essentially  pl^rcd  programming  on  the  MILCON  including 
ils  many  tinie-consimiing  procedural  constraints.  This  resulled  in  an  extensive  discussion  of 
the  prograiiuniiig  tuul  fuinting  procedures  to  be  employed  in  the  Vietnam  construction  program. 
The  final  {lecision  was  to  sponsor  construction  requiremenls  of  U.  S.  forces  in  Vietnam  through 
the  MILCON  program  and  to  integrate  Vietnam  MAP  construction  requirements  into  the  MIL¬ 
CON  system. 

b.  Rts'^onsivciu.*^.  The  first  action  to  improve  the  responsiveness  of  the  MILCON 
sysUun  fur  construction  in  Vietnam  was  proposed  by  tlie  Secretary  of  Defense  to  the  Chairman 
of  the  SulKommiltec  vJii  MILCON  Appropriations.  ^  This  letter  proposed  that  the  Office  of  the 
Secretary  of  Defense  (OSD)  tn;  granted  the  power  to  authorize  urgently  required  construction  as 
necc'ssary^  u.sii^g  the  aulhorizaiio.n  of  Sections  102.  203.  and  303  of  PL  88-390  and  available 
MILCON  funds.  The  letter  also  piot>osed  that  the  subcommittee  be  advised  concurrently  or  as 
soon  Uiere.ifler  as  po.ssiblc,  of  the  work  involved,  the  reason  therefore,  and  an  estimale  of  the 
line  items  tjf  cmislrucliun  required.  Il  was  proposed  that  this  revised  procedure  be  employed 
for  th(‘  b;ilaiu  e  ul  Ih-*  fiscal  year  and  Ik'  limitt'd  to  South  Vietnam  requiremenls. 

(IJ  As  far  as  the  Services  werf  concerned,  these  revised  procedures  granted 
re|i(‘f  only  at  the  OSD  level.  The  detailed  flow  of  p.ii)erwork.  justification,  and  definition  were 
not  rehuvi..  To  use  any  of  iln-  reprogramming  aiilhorUy  made  available,  funds  had  lo  be  lakcn 
irom  prcvmu.sly  authorized  and  funded  .MILCON  projects.  In  addition,  forfeiture  of  authoriza¬ 
tion  for  (hr  latter  projects  was  required.  This  was  an  unusual  slipulation  of  the  FY  65  aulhor- 
i/atlon,  which  fortunately  wa.s  eliiniiiatod  in  future  aulhorizations. 

(2)  Considerable  concern  was  expressed  by  the  Secretary  of  the  Navy  and  Com- 
inandei  in  Chief,  Pacific  (ClNCl’AC).  relative  lo  these  MILCON  progr.nmming  and  funding  pro- 
c(*(lure.s.  The  need  for  procedural  cluinges  to  the  normal  MILCON  system  was  apparent.  Ques¬ 
tioned  was  Li.r  form  and  extent  of  changes  required.  One  of  the  actions  laken  was  lo  include  in 
the  pniposi  l  bill  for  FY  66  a  request  for  both  .'’uthuiizatlon  and  funds  in  the  amount  of  $50  mil¬ 
ium  to  be  availiilile  to  the  Secretary  of  Defense  to  meet  <  mergeney  construction  requirements. 
Previous  emergency  authorizations  had  not  been  funded  ;uid  therefore  required  reprogramming 
from  the  iieiiis  ;Uready  aulhorlzed  and  funded.  Although  both  the  reprogramming  authority  re¬ 
garding  the  FY  65  program  as  well  as  the  $50  million  contingency  funds  were  granted  to  the 
Secret;try  <  f  Defeii.se,  skepticism  and  caution  were  e.xpressed  by  some  of  the  members  of  the 
Subcommittee  on  MILCON  Appropriations.  These  members  had  serious  reservations  about 
e.xier.diag  this  blank  check  authority  to  the  Department  of  Defense  (DOD).  Despite  these  reser¬ 
vations  a  numlHT  of  blanket  appropriations  repre.senting  appreciable  funds  were  made  available 
in  the  en.SMing  moiitlis. 

c.  Major  Appropriations.  The  uppropri.aiion  of  large  quantities  of  MILCON  funds  for 
Vietnam  conslruetion  started  w'ilh  FY  65  Supplemental  Appropriation  and  continued  until  26 
SeptemlxT  I9C8  through  tlic  passage  of  supplemcnial  .uid  regular  appropriations.  It  is  signifi¬ 
cant  to  note  lliat  in  the  dynamic  combat  ciivlromiicat  of  the  Vietnam  conflict,  specific  and  de¬ 
tailed  conslruetion  requirements  could  not  be  foreeasled  with  a  high  degree  of  accuracy  far  In 
advance  of  needs.  A  flexible  eonstiuction  eapabUit  '  was  the  ultimate  goat,  and  not  the  pcace- 
tiaie  !)r(.  es.s  whereby  complete  con>ilruetioii  plans  and  specifications  were  to  be  available  for 
<lcti'r!‘iifi,itioii  of  pri'crse  eoii.,irurt!o;»  capability  recpjiremeats.  Since  a  modified  but  essentially 
pe.icctimr  MtLCO.N'  |)roeedure  vus  cmploytxt.  the  pr  >gramming.  rt  orogi*aiumlng,  rcevaluation, 
rejii.si-fnMiiu:!  and  rrsut)‘nilt;d.s.  with  ;UI  the  .iitendant  admini.slr.uivo  burdens,  resulted  in 
tlelavs.  Evolved  ovi‘t'  many  year.s,  primarily  to  ■^.iti.sfy  pe.acetim€  eonstruclicn  requirements, 
the  s^sti  ni  pi'ovide<l  .n.i.\iinum  v.sibility  and  light  cealr.Jizcd  rordrols.  However,  the  proce- 
iluri'S  mviihed  ..ere  lalKjrions  ar.d  tiine-eonsup'vni:  .ind  lacke«l  the  flexil.'illty  ;uid  quick  respon.se 


Ik'jHilv  .S.-.  j«  l.ir\  i<(  ]  lefrii.M-,  l.eiti'r.  P.m’.ji. 
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dosircd  in  a  dynamic  warfare  situation.  More  spocificnlly,  the  evoluliun  oi  (lie  uuijoi'  •  ui,- 
struction  programs  was  characterized  by  the  following: 

(1)  Programming  and  funding  procedures  employed  to  control  tlio  cnii'ilv.icticii 

program  In  Vietnam  were  oriented  essentially  toward  peacetime  military  construct  ior.,  Tliosc 
procedures  did  not  provide  the  unified  and  Service  commanders  with  the  degree  of  fleMliiliiy 
required.  * 

(2)  Procedural  constraints,  "ithough  properly  recognized  from  the  ouisol,  wore 
never  adequately  resolved. 

(3)  The  formulation  and  enactment  of  the  MILCON  ivu  tion  of  the  FY  65  Supple¬ 
mental  Appropriation  was  most  responsive,  requiring  los.s  ifian  1  month  lo  co.nplcU'.  I’lit* 
Congress  required  less  than  4  days  to  consider  and  pass  (he  entire  a])propi'ialion. 

(4)  The  request  for  construction  funds,  as  submitted  to  the  Congress  and  appli¬ 
cable  to  the  FY  65  Supplemental  and  the  FY  66  Amendment  Appropriations,  did  not  adequately 
reflect  the  theater  commander's  stated  requirements. 

(5)  Funding  constraints  prior  to  1966  resulted  in  the  mobilization  of  a  construc¬ 
tion  capability  that  was  both  minimal  and  piecemeal  and  appreciably  below  the  stated  require¬ 
ments. 

(6)  There  was  little  resemblance  between  facilities  originally  programmed  and 
those  ultimately  constructed.  The  formulation  and  review  of  the  MILCON  program  by  line  item 
rather  than  gross  requirements  and  the  resubmittais  and  reevaluations  were  both  time- 
consuming  and  to  a  largo  extent  served  no  useful  purpose. 

5.  PROGRAM  FLEXIDILITY.  The  degree  to  which  flexibility  was  ))rovidcd  to  both  the  Ser¬ 
vices  and  the  Commander,  United  States  Military  Assistance  Command,  Vietnam  (COMUS- 
MACV),  prior  lo  1966  was  extremely  limited,  untimely,  and  of  little  value  owing  to  the  paucity 
of  funds  and  the  peacetime  limitations  and  procedures  that  had  been  imposed.  The  initial 
flexibility  of  any  consequence  was  promulgated  to  COMUSMACV  in  January  1966  and  provided 
the  theater  commander  with  15  large  accounts  per  Service.  Each  account  constituted  program 
authorization  for  a  specified  scope  to  be  constructed  any  place  in-country  and  included  the 
authority  to  Increase  the  amount  in  any  account  by  up  to  10  percent  us  long  as  the  sum  total  of 
all  accounts  was  not  exceeded.  Although  prior  OSD  approv^  was  required  to  e.xceed  the  10 
percent  limitation,  such  approval  could  be  assumed  if  a  reply  was  not  received  within  a  30- 
day  period. 

a.  Dy  contrast,  new  procedures  established  in  early  1967  provided  COMUSMACV  with 
approximately  30  accounts  for  each  Service.  As  in  the  former  case,  each  account  constituted 
authorization  for  a  specified  scope;  however,  in  this  case,  major  location  was  also  specified. 
With  a  total  of  19  such  locations,  the  original  15  entities  '.o  be  managed  became  subdivided  into 
more  than  500  accounts  for  each  Service.  Although  the  10  percent  flexibility  feature  wa.s  re¬ 
tained,  its  application  was  now  limited  lo  previously  approved  projects.  Further,  since  the 
flexibility  base  susceptible  lo  the  application  of  thi.s  10  percent  factor  had  now  been  suwiivided, 
the  true  He.xibility,  in  effect,  became  correspondingly  more  than  30  times  snyallcr. 

b.  Emergency  requirements  were  recognized  by  granting  COMUSMACV  the  aulljorily 
to  start  the  con.slruclion  of  any  project  hu  bclicvwl  lo  U  ui  gonlly  required;  IioVvever,  if  i!  e.x- 
cccdcd  the  authority  he  now  *x)ssesscd.  it  was  subject  to  OSD  veto.  To  j)aiai)Iira.sc  niij;.  Gen. 
R.'iymond,  former  MACV  Director  of  Cotislruction,  flexibility  had  csscnluiiiy  been  maintained; 
however,  tlic  now  system  Imposed  a  monumental  paper  workload  because  many  sei)aratc  pro¬ 
jects  and  cojdcs  oI  all  amendments  were  required  the  DOD.  One  reprogramming  action 
could  involve  as  many  as  5  to  10  amendments  to  construction  directives.  The  ])rocedurcs  a])pli- 
cablc  lo  the  Vietnam  program  were  altogether  much  too  complex,  involved  loo  many  ijc-fiijlc,  and 
generated  far  loo  much  paper  work.  Procedures  should  not  be  changed  completely  dnriiij:  a 
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contingency  operation,  let  alone  more  than  once;  nor  should  different  procedures  be  made  to 
apply  to  different  appropriations  within  the  overall  program.  The  key  point  is  the  need  to  as¬ 
sign  authority  commensurate  with  responsibility  to  the  unified  commander  and  his  subordinates, 
subject  to  overall  controls  of  the  construction  programs  of  the  Services  and  of  the  total  pro¬ 
gram.  It  Is  questionable  that  a  meaningful  review  and  analysis  of  the  details  of  changing  re¬ 
quirements  ir  a  dynamic  construction  program  can  be  accomplished  In  a  responsive  manner  ex¬ 
cept  in-country.  A  simpler  system  is  required  in  support  of  contingencies.  Such  a  system 
should  preclude  the  recurrence  of  the  programming  weakness  experienced  in  Vietnam,  eq)ecial- 
ly  in  the  area  of  flexibility,  which  was  characterized  by  the  following  significant  constraints: 

(1)  The  need  for  flexibility  was  recognized  by  the  unified  commander;  however, 
prior  to  1966  the  extent  to  which  it  was  provided  was  negli^ble. 

(2)  There  were  no  statutory  limitations  affecting  the  granting  of  flexibility  and, 
although  Congress  essentially  provided  the  Secretary  of  Defense  with  full  authority  in  this  re¬ 
gard,  it  was  not  further  delegated  except  as  noted  in  1966. 

(3)  The  flexiUlity  provided  by  the  merging  of  unexpended  MAP  funds  with  MIL- 
CON  funds  was  not  exidoited  by  COMUSMACV. 

(4)  In  reducing  the  degree  of  flexibility  previously  authorized,  the  authority  for 
reprogramming  largely  reverted  to  OSD,  and  the  procedures  established  resulted  in  an  unpre¬ 
cedented  amount  of  unproductive  paper  work. 

(5)  The  decision  to  return  prt^am  and  fiscal  controls  from  a  category  to  a  line 
item  basis  resulted  in  a  return  to  peacetime  procedures  inconsistent  with  the  dynamic  condi¬ 
tions  and  environment  of  the  situation. 

(6)  The  unmodified  application  of  the  full  funding  concept  precluded  lull  utilization 
of  the  constnictlon  capability  that  had  been  mobilized  In  Vietnam. 

6.  APPROPRIATION  ALTERNATIVES.  Various  apprc^rlatlon  alternatives  were  proposed 
during  the  Vietnam  conflict  The  Department  of  the  Army  position  was  that  legislation  be 
sought  aithorizlng  the  use  of  available  Operations  and  Maintenance  (04M)  funda  for  the  con¬ 
struction  of  certain  facilities  in  foreign  countries  designated  by  the  Secretary  of  Defense  as 
areas  in  which  U.  S.  forces  mi^t  be  subjected  to  hostile  fire.  Although  COMUSMACV  and 
Commander  in  Chief,  U.  S.  Pacific  Fleet  (CINCPACFLT),  urged  the  use  of  MAP  funds  and 
noted  the  availability  of  numerous  precedents  for  same,  the  coats  of  major  construction  re¬ 
quirements  In  >fletnam  were  funded  from  MILCON  appropriations.  By  way  of  contrast,  con¬ 
struction  costs  incurred  during  the  Korean  War  were  financed  with  OfrM  funds,  which  was  in 
keeping  with  the  Army  position  as  previously  stated.  Further,  similar  costs  experienced  dur¬ 
ing  World  War  Q  were  financed  from  a  single  war  support  approprlatloo  and  increased  as  the 
need  for  more  funds  occurred. 

7.  CONCLUSION  AND  RECOMMENDATION 

a.  Conclusion.  A  dynamic  warfare  situation,  such  as  the  Vietnam  conflict,  results  In 
rapidly  changing  requirements  for  urgent  military  construction.  Although  some  modifications 
and  adjustments  have  been  made,  the  procedures  for  Justification,  programming,  and  budgeting 
extended  *7eil  beyond  that  needed  for  the  overall  level  of  effort  and  program  control,  and  con¬ 
tinued  to  be  basically  the  same  as  that  used  In  peacetime— the  line  item  oriented  military  con¬ 
struction  proce.'^s.  These  procedures  involved  much  extruieous  administrative  effort,  Intro¬ 
duced  undesirable  time  delays,  were  not  sufficienlly  flexible,  and  imposed  difficulties  in  the 
appiicaliun  of  construction  resources.  In  short,  military  construction  procedures  proved  to 

be  unsuitable  for  use  in  a  warfare  situation. 

b.  Recommendation.  (The  Construction  Monograph  contains  a  recommendation  for  the 
establishment  of  a  new  Contingency  CtMistnicUon  A^ropristion. ) 


CHAPTER  VII 

INVESTMENT  COSTS  -  MAJOR 


ITEM  PROCUREMENT 


1.  INTRODUCTION.  This  chapter  addresses  financial  management  and  its  role  In  the  pro¬ 
curement  of  major  items  required  to  support  contingency  operations.  A  background  summary 
Is  provided  and  problems  inherent  in  procurement  are  identified.  The  chapter  aiso  inciudes  a 
review  and  analysis  of  financial  policies  in  force  during  the  Vietnam  era  as  weii  as  conclusions 
and  recommendations  for  improving  the  system. 

2.  BACKGROUND.  Financial  management  procedures  for  budgeting  and  funding  for  the  pro¬ 
curement  of  major  items  of  equipment,  spare  parts,  and  ammunition  to  support  combat  opera¬ 
tions  In  Vietnam  have  been  the  same  as  prescribed  for  aii  peacetime  procurements.  One  pos¬ 
sible  exception  to  this  assessment  is  the  rapid  tempo  with  which  some  priority  procurements 
have  been  executed.  The  budget-funding  cycle  followed  the  sequence  requirements  expressed 
In  the  Five-Year  Defense  Program  document,  and  procurement  of  end  items  was  aceompiished 
In  accordance  with  the  Materiel  Acquisition  Plans.  1  To  satisfy  inquiries  presented  by  the  Of¬ 
fices  of  the  Assistant  Secretary  of  Defense  (Systems  Analysis)  and  congressional  committees, 
detailed  line  item  justifications  were  required.  Supplemental,  amended,  and  annual  budget 
submissions  were  ali  used  to  request  military  apporpriations  for  procurement.  The  Depart¬ 
ment  of  Defense  (DOD)  Planning,  Programming,  and  Budgeting  system  (PPBS)  is  a  complex 
compilation  of  military  objeetlves  requirements,  force  levels,  resources,  costs,  and  systems 
concepts  supported  by  operations  research  analysis.  Financial  management  Is  an  inseparable 
part  of  the  total  system.  At  the  apex  of  the  entire  pyramid  are  the  national  and  defense  objee¬ 
tlves.  Requirements  for  materiel  and  other  resources  are  the  basis  for  plans,  programs, 
budgets,  and  funds  management.  Changing  or  undetermined  requirements  Impact  on  program¬ 
ming,  kudgeting,  and  funding  In  all  aspects  of  the  system.  In  a  dynamic  situation  such  as 
Vietnam  from  1965  to  1968,  requirements  forecasting  was  imprecise  aiid  difficult.  This  txidg- 
etary  procedure  Is  explained  further  In  Appendix  A  of  this  monograph.  Historically,  problems 
have  been  encountered  by  the  PPBS  In  the  procurement  of  major  items  These  problems  re¬ 
solve  into  two  major  questions:  (a)  Should  the  financial  system  of  budgeting  and  programming 
used  in  the  procurement  of  major  Items  be  changed?  (b)  Whether  funding  turbulence  resulted 
In  requirements  turbulence  that  impacted  adversely  on  procurement? 

3.  PROCEDURES  AND  POLICY.  No  beneficial  purpose  can  be  S‘».  ’ved  in  restating  the  de¬ 
tailed  financial  management  procedures  described  in  applicable  DO*  Directive  and  the  Logis¬ 
tic  Planning  Monograph.  Normal  financial  procedures  were  used.  Forecast  requirements  and 
changes  thereto  were  justified  In  detail.  Programming  and  reprogramming  of  projects  and 
pix^rammlng  elements  were  extended,  according  to  the  normally  prescribed  system,  for 

5  years  In  the  Five-Year  Defense  Program.  This  document  was  the  base  for  the  submission 
of  proposed  program  changes.  An  underlying  policy  was  to  avoid  overfunding  or  procuring 
too  much  that  might  result  in  accumulated  excesses.  Guidance  for  program  and  financial 
plans  for  FY  67  specified  that  ''procurement  requirements  will  be  programmed  and  financed 
In  two  Increments.  The  effect  of  this  assumption  will  be  to  minimize  the  quantities  required 
to  be  programmed  and  financed  prior  to  April  1,  1967  since  only  production  leadtime  will  need 
to  be  protected  by  the  first  procurement  Increment.  "2  The  policy  of  submitting  supplemental 
budgets  was  followed  until  FY  66  to  attain  more  accuracy  In  budget  estimates.  In  1968  funds 


^Department  of  Defense  Instruction  7110. 1,  Guidance  for  Preparation  of  Budget  Kstimatos.  Budget  Execu¬ 
tion  Programs  and  Apportionment  Requests  and  ttoiatoJ  Support  Material.  9  August  1965. 

^Secretary  of  Doforse.  Memorandum,  subject:  Initial  Program  and  Financial  Plan.s  for  FY67.  22  June 
1966. 
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were  requested  in  the  regular  budget  for  the  entire  year  and  a  supplemental  budget  was  not  an¬ 
ticipated.  {Nevei-llieiess  a  $3.  9  billion  supplement  was  submitted  iate  in  the  cycle  in  May  1968.) 
Guidance  for  preparation  of  the  FY  67  and  FY  68  budgets  included  the  assumption  that  com¬ 
bat  oix)ration.s  would  end  with  the  expiration  of  tte  fiscal  year,  i.  e. ,  FY  67;  and  ”if  it  appears 
that  the  conflict  will  continue  beyond  that  date  or  if  it  should  expand  lieyond  the  level  assumed 
in  our  present  plans,  ''3  an  additional  FY  67  i^qi^st  would  be  submitted.  The  reason  given  by 
the  Secretary  of  Defense  for  this  policy  was:  'T  think  it  would  be  irresponsible  for  us  to  come 
forward  now,  today,  with  a  higher  figure,  because  it  is  extremely  difficult  to  estimate  the 
level  of  combat  operation  18  months  hi  advance.  Three  months  after  the  budget  estimates 
were  submitted,  the  "Record  of  Decisicwi'*  versi<Mi  of  the  Logistics  Guidance  was  published  which 
authorized  computation  of  requirements  assuming  extension  of  the  war  through  FY  68  procure¬ 
ment  lead  time. 

4.  PROBLEMS.  Application  of  the  financial  policies  and  procedures  described  in  paragraph 
3  to  the  Vietnam  dynamic  combat  situatlo.u  with  its  escalating  requirements  compounded  an 
already  difficult  managerial  situation.  No  measurement  has  been  discovered  as  to  what  degree 
problems  were  intensified  and  exacerbated.  The  GAO  reports,  internal  audits,  and  Program 
Management  Reviews  have  identified  the  followii^  problems: 

a.  Receipt  of  funding  by  the  Services  on  an  incremental  basis  without  advance  notice  of 
amounts  and  dates  funds  would  be  available 

b.  Frequent  program  and  funding  changes 

c.  Insufficient  funds  at  procurement  agency  level 

d.  Increased  administrative  burden  and  costs 

e.  Uneconomical  quantities  of  procurement 

f.  Higher  unit  prices  of  procurement 

g.  Delay  and  confusion  in  procurement  action. 

5.  COMPTROLLER  GENERAL  REPORT -SPARE  PARTS.  During  FY  66  and  FY  67,  the  DOD 
released  funds  to  the  miiUary  services  on  a  piecemeal  basis,  as  item  requirements  were  ap¬ 
proved.  Like  the  other  Services,  the  Air  Force  released  funds  to  its  procurement  centers  for 
spares  without  advance  notice  as  to  amounts  or  when  they  would  become  available.  The  total 
amount  of  funds  made  available  was  less  than  the  total  needed  to  satisfy  ail  computed  require¬ 
ments.^  The  findings  and  conclusions  of  the  GAO  report  pertaining  to  USAF  procurement  of 
spare  parts  criticized  Incremental  funding  and  specified: 

a.  Spare  parts  could  not  be  purchased  in  Utrger,  more  economical  quantities. 

b.  Prices  were  increased  by  contractors  because  of  delays  in  placing  orders. 

c.  The  administrative  costs  of  procurement  were  Increased  because  of  the  additional 
paper  work. 


d.  The  purchase  of  supplies  on  a  piecemeal  basis  increased  the  likelihood  of  parts 
shortages,  which  could  adversely  affect  the  operational  readiness  of  aircraft. 


3u.S.  Congress,  House.  FY  68-72  Defense  Program  and  FY  68  Defense  Budget.  Statemait  by  the  Secretary 
of  Defense  before  The  Armed  Services  Comwittue,  1967. 

■*Socrctary  of  Defense.  Draft  Presidential  Memorandum,  subject:  General  Purpose  Forces,  27  December 
1966. 

^Comptroller  General  of  the  U.  S. .  Report  to  Cci^ress,  Need  for  Improvement  in  Funding  Practices 
Affecting  Spare  Parts  Procurements.  27  August  1968. 
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6.  U.S.  AIR  FORCE  AIR  MUNITIONS 


a.  Funding  History 

(1)  The  FY  65  budget,  prepared  in  October  1963,  submitted  in  January  1964,  con¬ 
tained  $165  million  for  munitions.  Through  reprogramming  actions  and  supplemental  funds 
approved  by  the  Congress,  it  was  increased  to  a  total  of  $316  million  for  FY  65.  The  budget 
had  been  prepared  against  an  old  program  force  level  as  compared  to  a  newly  recognized  re¬ 
quirement  for  an  increase  of  36  percent  in  sorties  authorized.  6 

(2)  The  FY  66  budget,  which  contained  $285.7  million  for  munitions,  was  in¬ 
creased  by  the  Congress  to  $295  million.  With  changing  conditions  in  Vietnam,  requirements 
were  reevaluated  in  July  1965  and  an  addendum  to  the  fiscal  year  budget  of  $268.  8  million  was 
approved  by  the  Congress.  Subsequently,  the  Air  Force  again  adjusted  the  Vietnam  require¬ 
ments  on  the  basis  of  additional  force  deployment.  To  support  that  Increased  requirement,  the 
Air  Force  requested  an  additional  FY  66  supplemental  Uidget  of  $738  million.  The  munitions 
program  for  FY  66,  including  the  supplemental,  stood  at  $1,307. 4  million  early  in  1967. 

(3)  The  FY  67  budget  submitted  to  the  Congress  included  $  1, 474. 8  million  for  the 
munitions  program.  In  addition  to  supporting  Vietnam  activities,  that  sum  provided  for  the  re¬ 
building  of  stocks  in  line  with  stockage  objectives  but  did  not  include  the  rebuilding  of  war  re¬ 
serve  stocks  to  any  great  extent.  ° 


(4)  The  FY  67  supplemental  program  and  the  FY  68  buy  program  were  developed 
in  accordance  with  OSD  direction  to  provide  each  month  production  deliveries  that  approxi¬ 
mately  coincided  v/ith  anticipated  monthly  expenditures  in  Vfbtnam  through  June  1968.^ 


b.  Funding  Discussion: 

(1)  This  chronology  shows  significantly  increasing  ammunition  requirements 
throur‘  )Ut  the  period  1965-68.  (See  Chapter  I  of  the  Ammunition  Monograph. ) 


(2)  The  results  achieved  in  programming  and  budgeting  for  constantly  changing 
air  munitions  requirements  indicate  that  success  was  achieved  in  managing  difficult  procure¬ 
ments  without  underfunding  and  multiple  fund  releases.  Since  this  experience  is  unlike  that  of 
other  procurement  programs  such  as  artillery  Weapons  and  aircraft  spares,  several  explana¬ 
tions  may  be  drawn.  In  general,  requirements  for  ammunition  enjoyed  high  visibility  as  a 
sensitive  and  critical  subject.  There  may  have  been  an  administrative  tendency  to  be  less 
critical  in  questioning  ammunition  requirements  than  others;  thus,  turbulence  was  relatively 
minimized.  Cost  escalation  pressures  were  less  evident  in  ammunition  financial  programs  be¬ 
cause  of  competition  and  volume  procurement  economies.  Subsequent  to  the  establishment  of 
the  Office  of  the  Secretary  of  Defenjo  Air  and  Ground  Ammunition  Directorates,  adequate  and 
timely  air  munitions  procurement  in  support  of  Vietnam  was  one  example  of  the  proper  func¬ 
tioning  of  the  entire  management  system  including  budgeting  and  funding.  Procurement  and 
funding  for  ground  munitions  has  generally  followed  the  same  pattern  as  that  of  air  munitions. 
(See  Chapter  vn,  Ammunition  Monogra|A. )  Necessary  increases  In  requiren^ents  were  funded 
by  sui^lemental  and  amended  budgets.  Estimates  of  requii’ements  were  usually  accepted  with 
only  minor  adjustments.  No  shortage  of  funding  for  procurement  occurred  that  had  a  major  im¬ 
pact  on  combat  operations. 


S.  Air  Force  Logistics  Command,  Letter,  subject:  Support  of  Forces  in  Southeast  Asia;  Munitions 
Support  1964- 1967,  March  1969. 

^Ibid. 

®IbM. 

&Ibld. 

*^Mr.  Loo  W.  Shetfter,  Deputy  Director  Assistant  Secretary  of  Defense  (Install.itlons  and  Logistics), 
Interview  held  at  OSD,  November  1969. 
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7.  OTHER  F7N. '.•‘.’JGS.  The  OASD  (I&L)  Procurement  Management  Reviev'  Program  has 
identified  nunierou;-  instances  where  "procurement  effectiveness  [was]  being  hampered  by  pro¬ 
gram  and  funding  changes  at  most  of  the  larger  [Service]  purchasing  activities.  A  few  examples 
follow: 

a.  .  .OSD  made  a  number  of  substantive  changes  to  major  Navy  programs,  particu¬ 
larly  aircraft. .  .there  is  strong  evidence  that  for  FY  66  and  FY  67  the  increased  costs  were  in 
the  millions. " 

b.  . .  changes  in  availability  of  funds  caused  changes  in  materiel  requirements. . .  al¬ 
though  actual  materiel  requirements  may  not  have  changed  in  fact  [U.S.  Army  Weapons  Com- 
mard  (WECOM)]. 

c.  "The  administrative  manpower  cost  of  332  line  items  cancelled. .  .was  estimated  to 
be  $233,000. ,  .the  lack  of  flexibility  In  funding  was  recognized  as  a  major  cause. .  .[(WECOM]  . 

d.  ". . .  late  program  releases,  changes  to  jq)proved  program  and  removal  and/or  de¬ 
ferrals  of  funds  by  higher  authority  are  adversely  affecting  NAVORD’s  [Naval  Ordnance  Systems 
Command]  procurement  effectivess.  '* 

e.  A  Naval  Air  Systems  Command  (NAVAIR)  report  recommended  ‘that  OSD  (I&L) 
should  undertake  a  study  into  the  decision  making  process  regarding  late  changes  to  approved 
programs  and  funds  reprogramming  to  assure  that  logistics  implications  including  procurement, 
supply  suRJort,  production  and  quality  considerations  are  taken  Into  account. 

f.  An  excellent  example  of  turbulence  has  been  cited  by  the  U.S.  Army  Weapons  Com¬ 
mand.  "In  December  1966,  the  Army  Materiel  Plan  reflected  a  FY  1968  quantity  of  369  M-102 
Howitzers.  In  Jan  1967  this  was  reduced  to  240.  Shortly  thereafter  the  entire  TY  1968  quantity 
was  eliminated,  but  then  in  June,  160  were  reinstated.  FY  1969  quantities  were  similarly 
changed  from  296  to  196  to  100.  These  changes  appeared  to  be  largely  reactions  to  availability 

of  funds  rather  than  changes  in  realistic  plans  fcr  the  Item  Itself . Realistic  planning  and 

cost  projections  and  delivery  dates  could  not  be  achieved.  "^2  whether  the  fundamental  cause 

of  these  problems  was  requirements  validation  or  funds  avaiiablilty,  both  affect  one  another  and 
indicate  the  need  for  balance  in  the  financial  management  system. 

8.  REVIEW  AND  ANALYSIS.  There  is  agreement  within  aii  levels  of  the  Department  of  De¬ 
fense  that  since  the  stated  requirements  for  Vietnam  in  FY  66  and  FY  67  exceeded  the  amounts 
that  had  been  included  in  the  apprt'iiriations  requests  submitted  to  the  Congress  6  months 
earlier,  supplemental  appropriations  would  be  required.  It  is  claimed  by  the  Assistant  Sec¬ 
retary  of  De/.ense  (Comptroller)  that  the  total  amounts  which  would  be  available  for  full  year 
funding  could  not  be  known,  consequently,  "it  was  necessary  to  take  every  management  action 
possible  10  assure  that  resources  available  would  be  used  in  the  most  judicious  manner  to  assure 
uninterrupted  supply  support. . . .  pending  availability  of  supplemental  funds,  and  that  some  funds 
be  held  in  reserve  to  provide  for  procurement  of  ui^oreseen  requirements  of  an  emergency 
nature.  "  However,  in  testimony  before  the  House  Armed  Services  Committee  on  FY  68- FY  72 
Program  and  FY  68  Budget,  the  Secretary  of  Defense  indicated  another  explanation.  The  use  cf 
supplemental  funding  was  necessitated  not  only  by  the  inability  to  estimate  the  full  year  funding 
requirements,  but  also  b>'  the  clear  intent  to  "avoid  the  overfunding  which  occurred  d'lring  the 
Korean  War  ut.eir  the  Defense  Department  requested  far  more  funds  than  were  actually  needed. 


^^IX'partment  of  Defense,  Procurement  Msuagement  Kevtew,  Juno  1969. 

^^office  of  Assistant  Secretary  of  tho  Am.y,  Procuromont  Manacoment  Roviow,  July  1968. 

^^Offleo  of  Assistant  Secretary  of  tho  Army,  Procurement  Managcma>t  Review  U.  S.  Army  Weapons 
Command,  Juiy  196S. 

^■*U.  S.  Congress,  Mouse,  FY  68-72  Defense  i*rogram  and  F  .  68  Defense  Budget.  Statement  by  tho  Socre- 
tr.r>‘  of  Dcfoisc  before  the  Armed  Services  Committv'o,  1967, 
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9.  OBJECTIVES 


a.  One  of  the  admitted  objectives  of  the  Secretary  of  Defense  in  budgetary  submission  was 

accuracy  in  funding  estimates.  The  Secretary  was  attempting  accuracy  of  an  imprecise  function 
while  recognizing  that  the  policies  of  government,  duration  and  vicissitudes  of  combat  were  chang¬ 
ing  unpredictably.  At  a  time  when  tl)-:-  President  and  his  closest  advisors  (including  the  Secretary 
of  Defense)  were  deciding  courses  to  grossly  escalate  the  war  effort,  the  Secretary  on  1  August 
1966  before  the  Senate  Subcommittee  on  Defense  Appropriations,  was  exercising  cautiousness  in 
budget  requests.  He  stated,  “at  the  moment  I  would  not  recommend  a  supplemental,  although  1 
think  at  some  time  during  1967  is  very  iiKely.  The  reason  I  would  not  recommend  it  today . 

is  that  there  are  stiil  many  uncertainties  not  only  as  to  the  duration  of  the  conflict,  but  also  with 
respect  to  the  level  of  operitions  that  needs  to  be  financed.  ”15  On  16  July  1966  the  President 
decided  to  approve  escalation  of  U.S.  forces  to  above  a  40-battaiion  level,  with  a  parallel  in¬ 
crease  ill  air  support.  16  ''’his  decision  resulted  in  "a  cumulative  series  of  proposed  program 
increases  faliing  one  on  top  of  another.  ”  These  circumstances  formed  the  basis  of  conflict  be¬ 
tween  normal  financial  procedures  and  the  urgency  of  managing  to  support  combat  order  of 
magnitude  requirements.  The  Secretary  of  Defense  objective  of  program  conservation  and 
budgetary  caution  was  in  consonance  with  the  national  political  policy,  w!uch  stated  succintly 
was,  "we  will  not,  except  as  a  last  resort  move  to  a  system  of  expanded  controls. ...  we  seek  to 
avoid  restricting  the  normal  operations  of  our  economy. "  (See  Chapter  IV  of  tho  Procurement 
and  Production  Monograph. )  This  thesis  was  popularly  known  as  the  "guns  and  butter"  policy. 

b.  According  to  the  Deputy  Secretary  of  Defense  (Comptroller),  the  Secretary  of  De¬ 
fense  was  determined  to  avoid  excesri  accumulation  of  supplies  and  material  at  all  costs.  At 
the  same  time  he  realized  he  had  to  support  all  valid  requirements.  The  problem  wa.s  what  were 
tlie  true  requirements?  The  Secretary  of  E>efense.was  not  convinced  of  the  magnitude  of  Service 
requirements.  The  situation  became  a  matter  of  judgment  alone  to  determine  what  require¬ 
ments  to  accept  as  valid  to  include  in  the  budget  estimates.  It  is  apparent  that  the  Secretary  of 
Defense  did  not  consider  unfunded  defense  requirements,  whatever  Uieir  magnitude,  sufficiently 
urgent  to  amend  the  FY  66  and  FY  67  budget  submissions  when  it  appeared  probable  in  October 
1965  that  the  war  would  be  long  and  force  leveU  higti. 

c.  The  Secretary  of  Defense  viewed  the  situation  in  the  following  context:  ". . . .  many  of 
the  decisions  which  would  have  been  Involved  in  ;.reparing  an  amendment  to  the  FY  1967  Budget 
would  have  also  been  involved  in  preparing  the  1968  Budget,  and  these  decisions  couid  be 
made  with  much  greater  assurance  of  accuracy  later  in  the  yea:'  Indeed,  I  am  convinced  that 
had  we  gone  forward  with  an  amendment  last  summer,  the  TY  1967  Budget  would  have  had  to 
undergo  still  another  drastic  adjustment  because  of  the  decisions  made  in  connection  with  the 
FY  1968  Budget.  In  other  words,  an  FY  1967  Sun>lemenUU  woiild  have  been  needed  in  any 
event. 


d.  The  major  disadvantage  of  waiting  for  a  supplemental  appropriation  was  the  need  to 
reprogram  on  a  large  scale  the  available  FY  67  funds  to  meet  the  most  urgent  of  the  longer 
lead-time  procurement  requirements,  pending  the  availability  of  the  additional  funds.  Repro¬ 
gramming  generated  turbulence  in  recognized  requirements,  fund  shortages,  and  procurement 
problems.  The  Secretary  of  Defense  recognized  this  result  when  he  stated:  "We  recognize  that 
this  extensive  reprogramming  has  placed  an  extra  burden  not  only  on  the  Defense  Department 
but  on  the  Armed  Services  Committees  and  the  Defense  Appropriations  Subcommittee  as  well.  ”19 


S.  Congress,  Senate,  FY  87-71  Defense  Program.  Statement  by  the  Secreta.'y  of  Defens*:  before  the 
Sen&te  Subcommittee  on  Defense  Appropriations,  I  August  196S. 
i6joint  Chiefs  of  Staff,  Weapons  Systems  Analysis  Group  Study  13,  SEA  Force  Deployment  Buildup,  Part  i, 
p.  108.  March  1968. 

^^Mr.  Don  Brazier,  Assistant  Secretary  of  Defense  (Comptroiler),  Interview  at  OSD,  23  December  I960, 
s.  Congress,  House,  FY  68-72  Defense  Program  and  FY  68  Defense  Budget,  Statement  by  the  Secretary 
of  Defense  before  the  Armed  Services  Committee.  1987. 

'®Ibid. 
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Then  he  stated,  "Now  with  a  year  and  a  half  of  combat  experience  in  Southeast  Asia,  behind  us, 

I  believe  that  we  have  a  much  better  understanding  of  our  future  requiremenis. ...  we  have  changed 
our  basic  approach  in  preparing  the  FY  1967  Supplemental  as  well  as  the  FY  1968  Budget.  Suf¬ 
ficient  funds  are  being  requested. . . .  *'20  Pressure  from  the  Congress  and  the  Services  to  re¬ 
duce  reprogramming  actions  cannot  be  ignored  as  another  reason  for  the  change  in  policy. 

c.  The  Secretary  of  Defense  was  not  afraid  to  incur  shortages  as  a  result  of  his  finan¬ 
cial  management  policies.  Before  the  House  impropriations  Committee  on  7  February  1966,  he 
stated  that:  '*No  matter  how  much  we  spend  for  defense,  someone  somewhere  in  our  far  fluug 
organization  will  be  short  some  item  at  any  particular  time.  This  has  nothing  to  do  wiih  the 
amount  of  funds  requested  and  appropriated.  It  simply  reflects  the  fact  that  no  system. . . .  can 
be  one  hundred  percent  perfect.  Mistakes  in  distribution  or  requirements  calculations  will  be 
made,  and  the.se  mistakes  will  be  reflected  in  an  inventory  shortage,  or  overage,  somewhere  in 
the  system.  "21 

f.  While  fuUy  supporting  the  Vietnam  War  effort,  the  Secretary  of  Defense  was  "pur¬ 
suing  our  Cost  Reduction  Program  with  renewed  vigor.  "22  His  appraisal  can  be  summarized 
as  follows:  "By  eliminating  unneeded  and  marginal  activities  and  deferring  whatever  can  be 
safely  deferred,  I  have  been  able  to  reduce  the  FY  1966  Supplemental  and  FY  1967  Budget  re¬ 
quests  of  the  Services  and  Defense  Agencies  by  about  $15  1/2  billion,  while  at  the  same  lime 
providing  for  all  essential  military  requirements.  '*22 

g.  Benefits  from  these  policies  appear  to  be  reduction  in  the  cost  of  the  war,  tighter 
requirements,  funding  of  only  essential  items,  avoidance  of  excess  procurements,  and  support 
for  national  political  policy.  Disadvantages  were  frequent  reprogramming  action,  turbulent 
requiremenis,  higher  procurement  costs,  and  confusion.  In  the  judgment  of  the  Secretary  of 
Defense  the  benefits  were  worth  the  cost. 

h.  This  judgment  was  not  shared  by  the  Services' procuiement  agencies.  Procurement 
Management  Review  comments  reflect  the  typical  atiitude:  for  whatever  reasons,  incremenial 
funding  resulted  in  temporary  shortages  of  funds  relative  to  computed  and  projected  require¬ 
ments.  These  temporary  shortages  resulted  in  reprogramming  action  ". ,  .procurement  cuts, 
deferrals,  and  slowdowns. . .  and  can  cost  more  than  they  save.  For  example,  in  one  case,  con¬ 
tract  modifications  amounting  to  some  $51  million  of  additional  cost  fall  in  this  category. "  Late 
program  releases,  changes  to  approved  programs  ard  removal  and/or  deferral  of  funds  by  hiid^er 
authority  are  adversely  effecting  NAVO^'s  procuremeni  effectiveness.  "2^ 

10.  SUMMARY.  Turbulent  and  changing  requirements,  whether  due  to  inaccurate  projections, 
underfunding  or  whatever,  were  at  the  base  of  programming,  budgeting  and  procurement  prob¬ 
lems.  Ai  best,  requirements  were  continuously  changing  esiimates  io  which  neiUier  the  iowesi 
user  level  or  highest  management  level  had  a  clear-cut  solution  under  conditions  of  rising  force 
level  and  deliberate  Incremental  funding  policies.  Thus,  turbulence  was  reflected  throughout  the 
financial  management, procurement,  programming,  and  requirements  iystems.  This  circum¬ 
stance  was  wasteful  of  resources  but  there  is  no  evidence  that  during  the  period  1965-68  any 
major  items  or  troop  support  was  lacking  in  Vieinani  to  the  extent  of  hurting  the  combai  action 
(Procurement  and  Production  Monograph. )  From  this  appraisal  it  may  be  surmised  that  the 
financial  management  system  functioned  as  well  as  possible  under  adverse  influences  in  sup¬ 
porting  the  procurement  of  major  items. 


S.  Congress,  Senate,  FY  67-71  Ocfcnso  Program.  Statement  by  the  Secretary  of  Defense  before  the 
Senate  Subcommittee  on  Defense  Appropriations,  1  August  1966. 

-^Ibld. 

23lbl(l. 

2'ilX'j)arlmont  of  Defense.  Procurement  M.inagement  Review,  June  1969. 
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11.  CONCLUSIONS  AND  OBSERVATION 


a.  Conclusions  .  The  DOD  financial  manxc.ament  system  used  to  support  contingency 
combat  operations  requires  no  change  (paragr^h  io).  Frequent  and  sudden  reprogramming 
actions  and  incremental  funding  have  drastic,  adverse  effects  on  the  system  and  must  be  avoided 
(paragrairh  7),  Advance  notification  of  total  funds  availability  and  a  schedule  of  expected  release 
times  will  facilitate  proper  operation  of  the  financial  system  (paragraph  7).  The  Department  of 
Defense  financial  policy  objectives  sliould  be  in  consonance  with  the  military  missions  of  the 
Services  for  proper  functioning  of  the  system  (paragraphs  9  and  10). 

b.  Observation.  No  requirement  for  change  in  the  Department  of  Defense  financial 
management  system  for  major  item  procurement  was  identified. 
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CHAPTER  VIII 

AUDITING  IN  COMBAT  ZONES 


1.  BACKGROUND.  Historically.  audtttnR  has  been  primarily  limtted  to  roncombat  areas.  As 
late  as  World  War  II  and  the  Korean  War,  auditing  In  the  combat  zones  was  negltgible.  However, 
durtng  the  Vtetnam  era,  tradition  was  broken  and  formal  In-country  auditing  Instituted. 

2.  DISCUSSION 

a.  Auditing  In  Vietnam  from  1962  to  1966  was  devoted,  for  the  most  part,  to  major 
construction  contracts.  These  were  conducted  the  Naval  Audit  Service  from  1962  to  1965,  and 
then  by  the  Defense  Contract  Audit  Agency.  In  the  meanttme,  Army  and  Air  Force  audit  agenctes 
were  performtng  extenstve  audits  at  Pacific  bases  and  tn  the  United  States  of  acttvlttes  rotating 
to  logistic  supp'jrt  of  the  military  effort  in  Vietnam.  Audits  conducted  by  the  military  commands 
tn  Vtetnam  were  limited  mostly  to  nonaf^ropriated  fund  acttvittes  such  as  officers'  and  enlisted 
men's  ctubs  and  open  messes.  *  T'le  circumstances  under  which  the  military  asststance  and 
milttary  constnictton  programs  were  and  are  conducted  and  the  scope,  compicxtty,  and  uniqueness 
of  the  situiUton  suggested  a  greater  than  ordtnary  need  for  a  continuing  plan  of  top  management 
surveillance. 

b.  Department  of  Defense  (DOD)  practtce  had  been  to  curtail  norm  d  audit  activities  In 
combat  areas  because  of  the  hazards  Involved  and  to  mlnimtze  the  disruptton  of  forces  engaged 
In  conducting  or  supportlr^  combat  operations.  The  General  Accounting  Office  (GAO)  suggested 
to  the  Congress  that  audit  coverage  be  expanded.  Congress  concurred  and  instructed 

".  .  .  the  Assistant  Secretary  of  D^ense  (Comptroller)  to  take  whatever  steps  are 
requtred  to  formulate  and  maintain  a  proper  and  coordinided  audtt  program  of 
milttary  contracts  and  activities  in  Scutb  Metnam  In  areas  where  they  will  not 
Interfere  with  combat  operations  or  unnecessarily  obstruct  U.  S.  operations. 

c.  Accordingly,  DOD  Instruction  7690. 3,  20  August  1965,  was  amended  on  6  September 
1966  to  provide  for  an  expansion  of  internal  audits  within  combat  theaters: 

"G.  Internal  Audits  Within  Combat  Theaters 

"(1)  As  stated  in  subparagraph  m.  B.  1.  of  D(X>  Directive  7000. 3,  all  organiza¬ 
tional  components  and  levels  of  operations  will  be  subject  to  Independent  and  comprehensive  audit 
review  and  appraisal.  This  applies  within  combat  theaters  to  the  extent  that  carrying  out  the  audit 
functions  will  not  Interfere  with  combat  operations  nor  obstruct  United  States  purposes. 

"(2)  Upon  the  outbreak  of  hostile' ies  in  any  area  or  tn  emergency  situations 
where  outbreak  of  hosUltUus  ai^ears  Imminent,  ‘  gularly  scheduled  audits  may  be  temporarily 
suspended  by  the  theater  commander,  departmental  or  higher  authority.  Notification  of  any  such 
suspensions  will  be  furnished  promptly  to  the  Assistant  Secretary  of  Defense  (Comptroller). 
However,  in  any  area  wtiere  this  has  been  done,  the  situation  will  be  reviewed  at  least  every 
6  months  by  respo.nslUe  departmental  or  iii^er  authority,  and  normal  audits  will  be  resumed, 

iU.  S.  Congr-cM,  Itoport  by  the  Con^trollcr  General  of  the  United  States,  Survey  of  Internal  Audits  and 
fnepccUons  Relating  to  United  gtatee  Acttvlttes  In  Vietnam.  July  1966. 

^U.S.  Congress,  Hearings  before  a  Sia>oommftt«e  of  the  Committee  on  Appropriations,  House  of 
Representatives,  Military  Construction  Appropriations  for  1968.  Part  4.  p.  492,  March  20.  1909. 
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after  coorcUnation  with  the  theater  commander,  to  the  extent  this  can  be  done  without  interfering 
with  combat  operations.  Suspetision  of  audits  within  a  combat  area  for  a  period  in  excess  of 
one  year  must  be  approved  by  the  Assistant  Secretary  of  Defense  (Comptroller).  Normally, 
such  approval  will  be  given  only  v^en  conditions  are  so  unstable  and  lines  between  actual  com¬ 
bat  operations  and  support  operations  are  so  fluid  and  undefined  that  effective  audits  cannot  be 
n^ade  or  the  attempt  to  audit  would  interfere  with  combat  operations  or  obstruct  United  States 
purposes. 


"(3)  Audits  within  combat  theaters  will  emphasize  the  adequacy  and  effec¬ 
tiveness  of  the  support  furnished  combat  forces  and  the  controls  in  being  to  prevent  unauthorized 
diversion  of  equipment,  supplies  or  other  resources.  Functions  to  be  covered,  to  the  extent 
feasible,  include  logistic  functions  (e.  g. ,  sui^ly,  procurement,  maintenance,  construction, 
etc. ),  assistance  to  foreign  military  forces,  and  administrative  support  activities.  Normally, 
no  attempt  will  be  made  to  extend  audit  coverage  to  units  actually  engaged  in  combat,  unless 
specifically  requested  by  local  or  higher  level  commanders.  '*  Simultaneously,  the  GAO  also 
expanded  Its  activities  in  Vietnam. 

d.  The  various  audit  agencies  quickly  responded.  Vietnam  audit  staffs  were  augmented. 
Expanded  audit  programs  were  Implemented.  Audit  scope  was  increased  significantly.  Additional 
audit  offices  were  opened.  The  Army  Audit  Agency,  Air  Force  Auditor  General,  the  Office  of 

the  Secretary  of  Defense  Deputy  Comptroller  for  Internal  Audit  (DCTA),  and  the  Deionse  Con¬ 
tract  Audit  Agency  presently  have  offices  physically  locked  in  Vietnam.  The  Naval  Audit 
Services  does  not  maintain  a  formal  office.  The  procedure  practiced  by  the  Naval  Audit  Service 
is  to  detail  auditors  to  Vietnam,  as  necessary,  on  a  temporary  duty  basis.  Auditing  of  and 
for  the  Marine  Corps  is  performed  by  the  Nav^  Audit  Service. 

e.  Numerous  audits  have  been  performed  since  the  decision  to  extend  audit  Involvement. 
Table  11  portrays  audit  activity  conducted  by  the  Service  audit  agencies  and  the  OSD  for  FY  65 
to  FY  69. 


TABLE  a 

AUDITS  PEUFORMED  IN  VIETNAM.  ARMY,  NAVY,  AIR  FORCE,  DCIA, 
FISCAL  YEARS  1965  TO  1969 


Agency 

FY  65 

FY  86 

FY87 

FY86 

FY  69 

Subtotal 

Number  of  Audits 

Army 

- 

— 

4 

10 

12 

28 

Navy 

- 

1 

5 

3 

8 

17 

Air  Force 

7 

IS 

115 

152 

115 

404 

DCTA 

- 

_ 

10 

5 

15 

Total 

7 

16 

124 

175 

140 

462 

Man-Days 

Army 

- 

— 

3.062 

4,492 

5,663 

13,217 

.N'avy 

- 

70 

1,543 

155 

1.978 

8,744 

Air  Force 

61 

250 

1.257 

1.769 

1,423 

4,780 

UCIA 

— 

535 

870 

1,405 

Total 

61 

320 

5. M2 

6.971 

9.932 

23,146 

Source:  Data  fumlshcd  by  the  Audit  Services. 
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f.  Acceptance  oi  Auditing  as  a  Mmagement  Tool  The  lull  value  oi  auditing  can  be 
realized  only  if  coninianders  and  other  managers  adofA  auditing  as  an  Integra!  tool  of  good  manage¬ 
ment.  This  is  not  to  say  that  aii  audit  iindings,  conclusions,  and  recommendations  must  be 
accepted,  but  that  audit  iindings  must  be  considered  in  management  decisions.  Army,  Navy,  and 
Air  Force  spokesmen  were  complimentary  oi  the  work  accomplished  in  the  combat  areas  by  the 
various  audit  agencies.  They  expressed  conviction  that  auditing,  with  some  restrictions,  in  a 
combat  zone  was  practical  and  could  serve  as  a  workable  management  tool.  Conversely,  Marine 
Corps  spokesmen,  almost  without  exception,  expressed  the  ieeling  that  auditing  had  not  yet  praved 
to  be  oi  value  in  a  combat  zone,  that  the  au<Uts  had  not  disclosed  anything  not  already  known. 

The  team  was  unable  to  confirm  or  refute  the  Marine  Corps  position. 

"In  every  instance,  whether  an  audit  was  command- requested,  such  as  the  audit 
on  property  disposal  activities,  or  initiated  by  the  USAAA  such  as  the  audits  oi  Engi¬ 
neer,  Construction  and  Industrial  Equipment;  Maintenance  and  Management  oi  Facili¬ 
ties  in  Vietnam;  Materials  Handling  Equipment  and  the  almost-completed  POL 
audit;  .  .  .  auditors  have  managed  to  do  a  thoroughly  proiessionai  job  under  most  dis¬ 
advantageous  circumstances.  Each  aj^i  every  audit  has  been  of  value  to  this  command 
in  improving  our  procedures  and  in  providing  more  eiiective  combat  service  sup¬ 
port.  "3 

"General  Heiser.  Findings  ccxitained  in  General  Accounting  Oiiice  reports  and 
pr'or  committee  presentations  are  indicative  oi  the  highly  penetrating  study  given  to 
tho  combat  logistic  system.  The  thoroughness  and  dedication  evidenced  in  the  General 
Accounting  Oifice  reports  are  a  tribute  to  the  dedicated  service  oi  their  personnel  and 
success  of  their  functional  approach  to  audit  work. 

"Over  the  years,  and  cspeciaily  the  most  recent  2  years,  contacts  with  General 
Accounting  Oiilce’s  represent^ves  at  all  levels  have  been  most  rewarding  and  their 
suggestions  concerning  improvement  oi  operations  in  Southeast  Asia  and  Armywide 
have  been  most  heipfui. 

"The  Army  has  met  with  General  Accounting  Oiiice  representatives  during  the 
course  of  their  Southeast  Asia  reviews  and  prompt  corrective  action  has  been  taken 
where  possible  and  practical.  It  is  in  the  context  oi  this  relationship  that  my  remarks 
will  be  directed. 

*1  would  like  to  add  that  we  have  had  periodic  meetings  with  the  General  Account¬ 
ing  Office  so  that  we  could  have  reviews  of  situations  with  which  they  were  familiar, 
to  indicate  what  progress  was  being  made  as  time  went  along. 

3.  CONCLUSION  AND  RECOMMENDATION 

a.  Conclusion.  This  practice  of  limiting  auditing,  ior  the  most  part,  to  noncombat 
theaters  remained  in  effect  until  1966  when  the  Congress,  in  response  to  a  General  Accounting 
Ofiice  recommendation,  instructed  the  Department  of  Defense  to  conduct  audits  oi  military  con¬ 
tracts  and  actlvlUes  Is  combat  theaters.  Thus,  on  6  September  1966,  the  Assistant  Secretary  oi 
Defense  (Comptroller)  revised  DOD  Instruction  7600. 9  to  require  combat  theater  auditing  to  the 
extent  that  performing  the  audit  function  did  not  interfere  with  combat  operations.  Audits  con¬ 
ducted  after  1966  have  proved  the  feasibility  and  worth  of  this  effort. 

b.  Recommendation.  The  Board  recommends  that: 

(FM-5)  Since  the  feasibility  and  worth  of  auditing  in  combat  theaters  has  beeu  estab¬ 
lished,  the  Services  should  plan  to  conduct  similar  audits  in  combat  theaters  during  future 
military  actions  (conclusion  a). 


Government  Accounting  Office  Report  to  Congreii.  sUbjert:  Review  of  Audit  and  Inspection  Programs  con¬ 
ducted  by  U.  8.  Agencies  In  Vietnam  During  1966  by  the  romptroller  General  oi  the  iJnited  Staten .  Juno  1967. 
^U..S.  Congress,  iiouse  Committee  on  Government  Opf  retions,  Foreign  Operations  and  Keiateu  Agencies, 
before  s  atS)committee  oi  the  Committee  on  Ciovemment  Operations .  Iiouse  of  Representatives .  90th  C<Higrert . 
2d  session,  20  hlarch  19U7. 
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INDUSTRIAL  FUNDS 


1.  BACKGROUND.  Department  of  Defense  (DOD)  industrial  funds  finance;  industrial  and 
commercial  activities  on  a  reimbursaUe  basis  (10  U.  S.C.  2208).  These  activities  are  supported 
by  orders  that  identify  the  customers*  ^propriations.  Costs  are  initialiy  financed  by  the 
industrial  fund  working  coital  and  subsequentiy  billed  to  customers*  appropriations.  Industrial 
fund  activities  are  reimbursed  primarily  on  a  progress  payment  basis.  Government  investment 
as  of  30  June  1970  is  estimated  at  $378  niilllon.  Listed  in  Table  12  are  the  industrial  funds 
established  within  the  DOD  and  the  actual  gross  disbursements  in  FY  68. 


TABLE  12 

DEPARTMENT  OF  DEFENSE  INDUSTRIAL  FUNDS,  GROSS  EXPENDITURES,  FY  68 

(In  Millions  of  Dollars) 


Industrial  Fund 

Gross  Expenditure 

Army 

$1,094,0 

Navy 

3,780.0 

Marine  Corps 

- 

Air  Force 

1,125.6 

Defense 

289.7 

Total 

$6,289.3 

2.  DISCUSSION.  The  following  paragraphs  describe  the  activities  included  within  each  of  the 
Services  and  DOD  Industrial  Funds  as  well  as  the  control  and  efficiency  of  the  management  of 
these  funds. 

a.  Industrial  Funds 

(1)  U.  8.  Army.  The  Army  Industrial  Fund  is  currently  used  to  finance  30  activities 
engaged  In  research,  development,  test,  engineering,  transportation  and  traffic  management, 

and  limited  quantity  p«'Oduction  and  major  overhmil  of  weapons,  munitions,  missiles,  and  other 
military  equipment. 

(2)  U.  S.  Navy.  The  Navy  Industrial  Fund  finances  9  shipyards,  37  printing  .)iants. 

6  ordnance  plants,  7  alrcr^t  overhaul  and  repair  facilities,  9  public  works  centers,  17  research 
activities  (<^  udilch  13  were  chartered  under  the  fund  beginning  1  July  1969),  10  naval  weapons 
facilities  and  ammunition  depots,  2  POLARIS  missiles  facilities,  and  the  Miiitary  Sea  Transporta¬ 
tion  Service. 

(3)  U.  S.  Marine  Corps.  The  Marine  Corps  Industrial  Fund,  established  1  July  1968, 
Includes  two  depot  maintenance  activities. 


86 


financial  management 


(4)  U.  S.  Air  Forc£.  The  Air  Force  Industrial  Fund  currently  finances  9  printing 
plants,  33  laundries,  the  Alaska  Cjmmunication  Service,  and  the  Military  Airlift  Command.  Six 
Air  Force  depot  maintenance  activities  (5  AMAs  and  Newark)  wnre  placed  under  industrial  fund 
operations  on  1  July  1968. 

(5)  Defense.  The  Defense  Industrial  Fund  finances  the  Defense  Clothing  and  Textile 
Supply  Center  and  leased  communication  services  procured  by  the  Defense  Commercial  Communica¬ 
tions  Office.  1 

b.  Establishing  a  New  Activity  Within  an  Industrial  Fund.  Prior  to  the  financing  of  an 
activity  under  an  industrial  fund,  a  charter  is  signed  by  the  Secretary  or  Assistant  Secretary  of 
tjie  military  department  or  by  the  Director  of  a  Defense  Agency,  and  submitted  to  the  Assistant 
Secretary  of  Defense  (Comptroller)  (ASD  (C))  for  approval.  The  charter  governs  such  operations 
and  is  prepared  in  accordance  with  DOD  regulations  and  instructions.  Amendments  to  the  charter 
are  proposed  by  the  parties  to  the  charter,  subject  to  the  same  requirements  for  submission  and 
approval  as  apply  to  the  charter.  The  ASD(C)  may,  within  his  purview,  revoke  the  charter  author¬ 
izing  the  financing  of  any  activity  under  an  industrial  fund.  ^ 

c.  Industrial  Fund  Uses.  Industrial  funds  wiii  be  used  to  finance  the  operating  costs  of 
major  service  units  (industrial  and  commercial)  that  provide  goods  ard  services  to  satisfy  re¬ 
quirements  established  by  users  and  central  management  organizations  within  the  DOD.  Customers 
of  an  industrial  fund  activity  may  be  (1)  operating  force  commands  or  mission  units  thereof,  operat¬ 
ing  agencies,  commodity  commands,  inventory  control  points,  weapon  system  or  project  man¬ 
agers,  or  any  DOD  components  having  missions  and  responsibilities  S3parate  from  management 
and  operations  of  the  in^strial  fund  activity;  (2)  military  personnel,  private  individuals  and  con¬ 
cerns,  and  other  Government  agencies  under  conditions  as  authorized.  3 

d.  Budgetary  Controls 

(1)  Each  industrial  fund  activity  is  controlled  by  an  operating  budget  developed  on 
the  basis  of: 

(a)  Estimated  resources  required  to  perform  orders  on  hand  and/or  projected 
workloads  and  programs  after  full  coordination  of  the  programs  and  budgets  at  every  level  has 
taken  place 

(b)  Expense  budgets  for  nonmission  and  tenant  support 

(c)  Procurement  budgets  for  purchases  of  stock 

(2)  These  budgetary  controls  will  be  designed  to  prevent 

(a)  Incurring  costs  In  excess  of  amounts  reimbursable  for  goods  and  services 
furnished  to  ordering  activities 

(b)  The  accumulation  of  excess  inventories  of  stock 

(c)  Incurring  of  liabilities  for  expenditures  In  excess  of  payment  capability.  ^ 


^Thc  But^ct  of  the  tJnltcd  States  Government.  FY71. 

^Department  of  Defense  Directive  741C.4,  Regulations  Govemtr,g  fadustrial  Fund  Operations. 
20  May  19G8. 

Im- 

Ibid. 
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e.  Effectiveness  of  Policies  and  Procedures  Applicable  to  Industrial  Funds.  Basic 
financial  procedures  governing  industrial  funds  and  industrially  funded  activities  are,  for  the 
most  part,  tried  and  proven.  The  Services,  commended  the  performance  of  the  industrially 
funded  activities  and  the  efficient  manner  in  which  requirements  generated  by  the  conflict  in 
Vietnam  were  met.  However,  problems  were  experie.iced. 

f .  Civilian  Manpower  Ceilings.  One  issue  of  perennial  concern  to  industrially  funded 
activities  is  that  of  civilian  manpower  ceilings.  The  President  and  the  Congress  both  recognize 
the  need  for  adequate  staffing.  At  the  same  time  hiring  restrictions  are  imposed  to  preclude 
waste  of  the  tax  dollar  owing  to  overstaffing  or  other  inefficiencies.  National  policy  has  been  to 
restrict  the  military  services  from  doisig  work  that  should  be  assigned  to  private  industry.  Thus, 
the  overall  goal  of  the  President  and  the  Congress  has  been  to  maintain  employment  at  a  level 
consistent  with  the  best  national  interest. 

(1)  Accordln^y,  continuing  manpower  limitations  have  been  imposed  by  the 
Congress,  the  President  (through  the  Bureau  of  the  Budget  (BOB)),  and  the  Secretary  of  Defense. 
The  most  recent  congressional  limitation  was  the  Revenue  and  Expenditure  Control  Act  of  1968.  5 
This  act  imposed  certain  hiring  restrictions  on  U.  S.  Government  employment  (including  indus¬ 
trially  funded  activities)  in  order  to  reduce  the  number  of  permanent  full-time  employees.  Sub¬ 
sequently,  about  one-third  of  the  employment  was  exempted  leaving  the  remaining  restriction  in 
effect  through  July  1969. 

(2)  On  a  more  regular  basis,  civilian  personnel  limitaticn,  by  Service,  are  allo¬ 
cated  by  the  Secretary  of  Defense  as  a  part  of  the  review  of  Service  operating  budgets.  These 
ceilings  are  the  prime  divisions  of  the  total  civilian  manpower  authorization  for  the  DOD  estab¬ 
lished  by  the  BOB. 

(3)  Civilian  manpower  ceilings  assigned  to  each  Service  and  Defense  Agency  by  the 
Office  of  the  Secretary  of  Defense  (OSD)  are  developed  on  the  building-block  concept.  Manpower 
requirements  for  industrially  funded  activities  are  inserted  in  one  of  the  blocks.  The  actual  allo¬ 
cations  to  each  SerWce  and  Defense  Agency  is  a  lump  sum  without  functional  or  activity  limita¬ 
tions.  However,  OSD  generally  applies  at  least  some  rather  firm  guidelines,  which,  in  effect, 
become  constraints.  During  the  year,  the  Services  review  their  manpower  allocations  (as  part 
of  their  cost  effectiveness  analyses)  to  determine  where  excesses  and  shortages  exist.  Once 
identified  tliey  affect  necessary  adjustments  and  cover  shortages  from  within  the  current  alloca¬ 
tion,  when  feasible.  When  not  feasible,  several  alternatives  are  considered.  Among  these  are 
the  following: 


(a)  Obtain  greater  utilization  of  available  manpower  through  higher  pro¬ 
ductivity  during  regular  working  hours  and/or  overtime. 

(b)  Utilize  temporary  hiring  authority.  Maiipower  ceilings  cannot  be  exceeded 
as  of  30  June;  hc"'ever,  OSD  does  permit  some  variations  during  the  year. 

(c)  Obtain  additional  spaces  fron)  OSD. 

(d)  Utilize  commercial  contractors. 

(e)  Some  combination  of  the  above. 

(4)  Despite  these  alternatives  with  their  built-in  flexibility  and  OSD  manpower 
ceilings  developed  to  provide  necessary  but  not  excessive  limitations,  numerous  problems  are 
constantly  encountered.  This  led  the  OSD  (I&L)  Logistics  Manpower  Planning  Task  Force  to  con¬ 
clude  that  ceilings  should  be  removed  from  industrially  funded  activities.  The  Task  Force  felt 


®U.S.  Congress,  House,  Revenue  and  Expenditure  Control  Act  of  1968,  Public  Lai*.  90-.364,  90th 
Congress,  2d  session,  HR  15414,  28  June  1968. 
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that  other  built-in  controls  preclude  overhiring  of  civilians  at  industrially  funded  activities. 

Their  report  states  in  part  as  follows: 

"A  government-operated  industrial  activity  under  the  industrial  fund  working 
capital  system  like  its  private  industry  counterpf.rt  is  dependent  upon  a  customer 
with  a  funded,  approved  requirement  for  its  income.  It  must  adjust  its  work  force, 
both  by  skills  and  number,  to  produce  the  customer's  requirement  on  time.  It  re¬ 
ceives  progress  payments  to  cover  costs  incurred  for  lator,  materiel,  and  overhead 
while  the  customer’s  work  is  in  process.  It  receives  the  balance  of  payment  due 
upon  completion  of  the  Service.  No  motivation  exists  for  overhiring.  While  the 
government  industrial  activity  attempts  to  distribute  orders  to  minimize  employment 
fluctuations,  no  funds  exist  solely  to  pay  for  excess  employment  levels.  The  in¬ 
dustrial  activity  manager  is  motivated  to  secure  additional  work  for  his  workforce 
or  to  reduce  his  workforce  furlough,  attrition,  or  reductions-in-force  to  avoid 
loss  of  working  capital  by  unreimbursable  labor  costs.  A  Government  industrial 
activity  is  controlled  by  the  size  of  its  approved  funded  workload,  departmental 
monitoring  of  overhead  rate  and  assignment  of  working  capital,  and  internal  auditing 
of  its  operations.  A  civilian  ceiling  control,  in  addition  to  these  other  controls,  is 
redundant. 

“Over  and  above  physical  liinitatlons  such  as  the  area  available  for  productive 
labor  and  Installed  equipment.  Industrially  Funded  Activities  are  subject  to  three 
controls: 

--Funding  levels  in  pix^rams  which  purchase  their  output. 

--Civilian  personnel  limitations. 

—Authority  to  spend  purchasing  program  funds  for  overtime  labor.  ’’ 

These  controls  are  exercised  as  follows: 

“a.  Funding  levels  for  purchasing  programs  are  established  by  the  Congress; 
although  the  major  reductions  in  funding  levels  are  generally  made  during  the  OSD/ 
Bureau  of  the  Budget  review  of  Service  estimates  prior  to  their  transmittal  to  the 
Congress  as  sections  of  the  President's  Budget.  During  this  re  dew,  reductions  are 
made  not  only  on  the  basis  of  cutting  non-essentlai  program  requirements  but  also 
through  across-the-board  redactions  predicated  on  productivity  Increases,  the 
relationship  of  man  years  on  payroll  to  the  authorized  level  of  civilian  employment, 
and  on  average  grade  level  of  civilian  employees.  Changes  to  program  funding 
levels  appioved  by  the  Congress  are  often  made  during  the  apportionment  process  or 
during  the  OSD/Bureau  of  the  Budget  review  of  the  next  fiscal  year's  estimates. 
Additionally,  reprogramming  actions  may  increase  or  decrease  program  funding 
levels  at  any  time  during  the  fiscal  year. 

“The  net  effect  of  the  above  is  that  purchasing  program  funding  levels  are 
closely  reviewed  and  controlled  from  nine  months  before  the  fiscal  year  begins  until 
It  ends,  with  Service  pr<^ram  managers  having  a  very  limited  ability  to  change  these 
levels  without  the  ai^roval  of  OSD. 

“b.  Civilian  personnel  limitations,  by  Service,  are  established  by  OSD  as  a 
part  of  the  review  if  Service  budget  estimates.  These  ceilings  are  the  prime 
divisions  of  the  total  civilian  manpower  authorization  for  the  Department  of  Defense 
established  by  the  Bureau  of  the  ^dget.  They  are  not  specifically  authorized  by  the 
Congress.  Howeve**.  through  restrictive  language  in  legislation  or  Committee  re¬ 
ports,  civilian  manpiiwer  estimides  may  be  denied,  limited  or  reduced.  Additionally, 
through  Acts,  such  as  Public  Law  90-364  (Revenue  and  Expenditure  Control  Act  of 
1968)  which  in  section  201  reduced  the  civilian  ceiling  in  the  Executive  Department 
to  the  level  of  30  June  1966,  sweeping  reductions  In  civilian  manpower  may  be 
directed. 

“Within  the  clviUan  manpower  authortzatlon  granted  to  a  Service,  there  is 
ostensibly  a  high  degree  of  flexiUUty;  however,  due  to  Civil  Service  regulations 
regarding  terms  of  employment,  the  need  to  maintain  balanced  support  to  all  pro¬ 
grams,  etc. ,  this  flexlbiUty  is  sharply  limited.  The  general  rule  is  that  program 
dollars  available  for  payroll  exceed  the  payroll  of  the  labor  force  potential  within  the 
manpower  authorization. 
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”c.  Each  Service  is  iimiied  by  OSD  in  its  ability  to  spend  ^propriated  funds 
for  overtime  work.  This  limitation  is  expressed  in  terms  of  millions  of  program 
dollars  which  can  be  spent  for  civilian  payroll  of  weekends,  holidays,  or  in  excess 
of  the  normal  eight  hour  day.  It  does  noi  relate  to  the  differential  between  a  regular 
rate  of  pay  and  the  overtime  or  holiday  rate,  but  to  the  iotal  pay  earned  under  over*- 
time  or  holiday  conditions,  it  does  not  affect  ihe  level  of  program  funding. 

"An  example  of  the  problems  incident  to  these  triple  controls  may  be  drawn 
from  the  Naval  Air  Rework  Facilities  during  Fiscal  Year  1968. 

"These  industrialiy  funded  activities,  six  in  number,  exist  for  the  sole 
purpose  of  depot  level  repair  and  modification  of  Navy  and  Marine  Corps  aircraft, 
aircraft  engines  and  aircraft  components.  They  are  funded  almost  exclusively  by 
two  programs:  (1)  The  Aircraft,  Engine  and  Component  Rework  Program  in  the 
Operations  and  Maintenance,  Navy  ^propriation,  (2)  the  Aircraft  Modification 
Program  in  ihe  Procurement  of  /dreraft  and  Missiles,  Navy  appropriation.  An 
insignificant  amount  of  reimbursable  work  is  done  for  the  Army,  Air  Force,  Coast 
Guard  and  Federal  Aviation  Authority. 

"Accomplishment  ot  these  programs  as  requested  for  Fiscal  Year  1968  would 
have  required  an  employment  level  of  36, 164,  working  an  8.  4%  overtime  for  the 
year.  Actual  on  board  strength,  as  of  30  June  1967  was  35, 794.  32, 577  civilian 
employees  were  approved  for  ihe  Rework  Faciliiies  for  Fiscal  Year  1968.  This 
level  of  employment  would  have  required  an  average  overtime  rate  of  14.  9%  in 
order  to  meet  program  requirements.  An  overtime  rate  of  14.  9%  could  not  be 
accommodated  with  ihe  total  Navy  overtime  limitation  for  Fiscal  1968  which  had 
been  held  to  the  same  level,  in  dollars,  as  Fiscal  1967. 

'Through  a  major  effort,  an  additional  3, 577  civilian  ceiling  points  were 
redistributed  by  Navy  to  the  Rework  Faciliiies,  at  the  expense  of  other  activities 
and  programs.  Additionally,  a  'humping*  of  the  work  force  in  the  Rework  Faciliiies 
was  authorized  through  the  use  of  temporary  employees  during  the  middle  of  the 
fiscal  year.  As  a  result  of  these  expediencies,  program  accomplishment  was 
assured,  based  on  an  8.  5%  overtime  rate,  recognizing  that  we  would  probaUy  ex- 
ceed  the  overtime  limitation  imposed  for  the  year. 

"in  iate  January  1968,  the  Department  of  Navy  was  faced  with  an  immediate 
requirement  io  increase  both  the  number  of  deployed  aircraft  and  the  tempo  of  air 
operations  due  to  ihe  TET  offensive  in  Vietnam  and  the  Pueblo  incident,  in  support 
of  these  requirements,  suppiemental  funding  was  requested  for  the  Rework  Program; 
however,  they  were  not  authorized  any  additional  civilian  employees.  No  additional 
civilian  manpower  authorization  could  be  diverted  to  the  Rework  Facilities.  There¬ 
fore,  ihe  temporary  use  of  maximum  sustained  overtime  was  authorized,  in  our 
estimate  about  22%,  without  regard  to  the  certainty  of  exceeding  the  overtime 
limiiation.  At  the  same  time,  31  January  1968,  action  was  begun  to  have  the  over¬ 
time  limitation  increased  to  cover  the  developing  deficit.  This  action  was  successful, 
although  not  approved  until  15  March  1968.  At  the  end  of  the  fiscal  year  the  pro¬ 
gram  had  been  accomplished  without  exceeding  civilian  manpower  authorizations  or 
overtime  limitations.  Actual  overtime  utilization  rate  for  the  Rework  Facilities 
was  10.  7%  for  Fiscal  1968. 

"The  basic  observation  is  that  Industrialiy  Funded  Activities  are  over  con¬ 
trolled.  Industrially  Funded  Activities  are  designed  to  operate  as  closely  parallel 
to  private  enterprises  as  possiUe.  Therefore,  it  appears  that  the  primary  control 
is  and  should  be  the  funded  levels  of  purchasing  the  programs.  Workforce  limita- 
tli^s  are  artificial  constraints,  while  the  overtime  limitation  which  works  directly 
counter  to  workforce  limitation  is  even  more  artificial. 

"The  basic  proposal  was  that  Industrially  funded  Activities  be  exempted  from 
both  'imploymeni  level  and  overtime  limitations. 

"There  was  partial  nonconcurrence.  Unless  manpower  ceilings  were  to  be 
removed  from  all  managed  areas,  removal  from  one  only  results  in  an  unbalanced 
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workforce.  Because  of  variation  in  depot  funding  some  manpower  limitations  must 
be  maintained  on  the  industrial  activity  to  assure  that  the  maintenance  program 
can  be  supported.  The  recommendation  could  be  supported  if  ail  activities  of  the 
depot  activity  were  industrially  funded.  "6 

(5)  An  indicition  of  congressional  interest  in  this  matter  was  shown  in  a  ietter  to 
the  BOB  from  Representative  David  N.  Henderson.  Representative  Henderson  stated,  in  part: 

"As  I  previousiy  indicated  to  you,  the  Subcommittee  has  numerous  examples 
of  the  increase  in  labor  costs  resulting  from  restricted  Civil  Service  ceilings.  We 
find  there  is  a  lack  of  balance  in  the  control  over  money  and  personnel.  You  allocate 
the  money  to  do  the  job  but  restrict  the  Civil  Service  spaces,  forcing  the  departments 
and  agencies  to  resort  to  excessive  overtime  or  more  costly  use  of  Military  or 
Contractor  personnel.  May  I  point  up  two  recent  cases  in  which  the  Subcommittee 
played  a  prominent  role,  largely  because  we  were  on  tlie  scene. 

"Al  the  Defense  Department’s  Military  Ocean  Terminal,  Bayonne,  New  Jersey 
In  April  1968,  Civil  Service  employees  requested  Subcommittee  assistance.  Some 
210  career  Government  employees  were  to  be  replaced  by  Contractor-furnished 
personnel.  The  cause  was  a  lack  of  Government  Civilian  spaces.  However,  it  was 
determined  that  the  use  of  contractor  personnel  would  increase  the  Terminal  labor 
costs  by  $1. 7  million  over  the  Civil  Service  costs.  When  the  situation  was  brought 
to  the  attention  of  the  Secretary  of  Defense  the  problem  was  solved,  ^parently, 
the  Bureau  of  Budget  -  Department  of  Defense  procedure  was  indifferent  to  an  in- 
house  operation. 

"Early  this  year  we  found  hundreds  of  employees  working  many  hours  overtime, 
week  after  week  at  the  North  Island  Naval  Air  Station,  California.  This  Naval  facility 
Is  operating  on  an  industrial-fund  basis.  It  has  the  money,  including  dollars  for 
labor,  to  repair  aircraft  but  no  civilian  spaces  to  hire  available  local  people. 
Employees  are  working  50  and  55  hour  work  weeks.  This  simply  means  we  pay 
premium  rates  for  declining  productivity;  whereas,  additional  spaces  would  provide 
additional  people  at  regular  pay. 

"This  problem  as  f:ir  as  I  know,  still  exists  at  North  Island,  despite  our  staff, 
back  in  January,  briefing  Department  of  the  Navy  officials.  We  suspect  many  more 
cases,  such  as  the  above  two,  and  we  have  similar  reports  from  the  General  Ac¬ 
counting  Office.  These  problems  are  found  at  the  local  activity  level.  But,  It  is 
becoming  Increasingly  apparent  the  lines  of  communication  are  not  open  to  top 
officials,  either  in  the  Department  of  Defense  or  in  the  Bureau  of  the  Budget. 

This  does  not  represent  the  views  of  the  entire  Congress,  as  evidenced  by  the  Revenue  and 
Expenditure  Control  Act  of  1968,  previously  discussed.  However,  it  does  present  one  side  of 
the  controversy. 

(6)  To  accomplish  the  programs  assigned  to  the  various  Industi  lally  funded 
activities,  a  proper  balance  between  program  dollars  and  manpower  allocations  is  imperative. 
The  cited  examples,  by  the  Manpower  Logistics  Policy  Board  and  Representative  Henderson, 
describe  actual  instances  of  something  less  than  an  acceptable  balance.  Some  portion  of  the 
kinds  of  problems  cited  could  possibly  have  been  averted  throu^  improved  management  at  the 
industrialiy  funded  activity  level.  However,  a  closer  correlation  between  program  dollars 
and  manpower  spaces  on  the  part  of  OSD  and/or  the  Services  would  have  a  much  greater  effect 
on  problems  created  by  mai^power  ceilings  that  ere  beyond  the  control  of  the  industrially  funded 
activities. 


'^Offlco  of  the  Assistant  Secretary  of  Defense  (I&Li,  Report  of  the  Long  Range  Statistics  Manpower  Policy 
Board.  February  1969. 

^Hop.  David  N.  Henderson,  Chairman,  ilouse  Subcommittee  on  Manpower  and  Civil  Service  of  the  Commttteo 
on  t\>st  Office  and  Civil  Service.  Letter,  9  October  1969. 
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(7)  Commercial  contracting  is  an  alternative  method  employed  to  meet  selected 
production  requirements.  This  normally  gets  a  specific  job  done.  No  cost  comparisons  were 
attempted  between  commercial  contracting  and  industrial  fund  production.  This  is  an  extremely 
complex  area  requiring  intense  separate  research.  The  question  of  the  extent  to  which  the  U.  S. 
Government  should  contract  work  commercially  as  opposed  to  utilizing  industrial  fund  activities 
is  beyond  the  ,«cope  of  the  study  and  will  not  be  treated. 

(8)  At  the  direction  of  BOB,  OSD  is  in  the  process  of  establishing  a  manpower 
space  pool  controlled  centrally  by  OSD.  The  purpose  of  the  pool  will  be  to  provide  spaces 
when  a  DOD  agency  determines  it  is  more  cost  effective  to  utilize  in-housc  facilities  to  per¬ 
form  an  entire  function  on  an  installation  (such  as  motor  overhaul,  janitorial  services,  and 
food  handling),  rather  than  commercial  contracting.  The  reverse  will  be  true  if  commercial 
contracting  is  determined  more  advantageous.  Dollar  and  manpower  allocations  will  be  ad¬ 
justed  accordingly.  The  procedure  will  not  overcome  the  problems  previously  described 
because  it  relates  to  the  conversion  of  entire  activities  and  docs  not  pronde  additional  manpower 
spaces  for  regularly  performed  functions.  8 

g.  Funding 

(1)  Capitalization  of  the  Department  of  Defense  Industrial  Funds  is  accomplished 
through  appropriations  by  the  Congress  made  specifically  for  that  purpo.se.  Once  the  funds 
are  ^proprlated,  however.  Congress  has  expressed  the  following  intent: 

”Sec.  538.  (a)  During  the  current  fiscal  year,  cash  balances  in  working 
coital  funds  of  the  Department  of  Defense  established  pursuant  to  Section  2218 
of  title  10,  United  States  Code,  may  be  maintained  in  only  such  amounts  as  are 
necessary  at  any  time  for  cash  disbursements  to  be  made  from  such  funds:  Pro¬ 
vided,  that  transfers  may  be  made  between  such  funds  in  such  amounts  as  may  be 
determined  by  the  Secretary  of  Defense,  with  the  approval  of  the  Bureau  of  the 
Budget.  "9 

(2)  The  Secretary  of  Defense  has  shown  a  reluctance  to  increase  c^itallzation 
of  the  industrial  funds;  rather,  the  trend  has  been  in  the  reverse.  The  OSD  felt  that  initial 
capitalization  at  the  inception  of  industrial  funding  was  in  excess  of  actual  needs  after  the 
initial  shakedown  period  and  the  programs  became  more  definitized.  For  example.  Navy 
equalization  was  decreased  from  $480, 090, 000  In  FY  59  to  a  current  balance  of  $185, 769, 000. 

In  FY  64  the  ASD(C)  amended  the  financing  policy  of  industrial  fund  activities  by  instituiing 

the  requirement  of  prepayments  on  customer  orders  over  $25, 000.  This  was  necessary  to 
counterbalance  the  budgetary  decisions  transfer x'ing  industrial  fund  cash  to  other  appropriation 
accounts.  After  several  years  experience  under  prepayment  financing,  shortcomings  were 
recognized  in  the  efficient  management  of  many  Industrial  fund  activities  owing  to  high  cash 
balances  generated  through  advances.  As  a  result,  ASD(C)  reversed  its  policy  as  of  31  May 
1968  and  required  that  all  unliquidated  customer  advances  be  refunded  and  all  work  thereafter 
was  to  be  financed  by  progress  pryments.  This  policy  Is  in  effect  today. 

(3)  The  OSD  strives  to  keep  capitalization  to  a  bare  minimum  consistent  with  good 
management.  This  results  in  a  constant  challenge  to  each  of  the  industrially  funded  activities 

to  remain  solvent.  This  requires  prompt  billing  and  collection  procedures  to  provide  sufficient 
cash  to  satisfy  current  payables.  Billings  are  on  a  progress  payment  basis.  The  Army.  Air 
Force,  Marine  Corps,  and  Defense  Industrial  funds  arc  able  to  function  within  their  approved 
cqitalizatlons.  The  Na\7,  for  several  reasons  (including  the  establishment  of  industrial  funds 
at  13  research  activities  and  the  expansion  of  several  others  without  an  Increase  in  capit;il*zation) 


0 

“Bureau  of  the  Budget,  Circular  No.  A-64.  Transmittal  Memorandum  No. 
jment  Systeins  and  Employment  Ceilings.  2  January  1970 
U.  S.  Congress,  House,  Public  Law  90-580.  90th  Congress,  1st  session. 


1,  subject:  Position  Manage- 
HR  18707,  17  October  19G8. 
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has  been  unable  to  operate  within  their  basic  capitalization.  The  OSD  recognized  the  probiem 
and  granted  interim  financing  of  $171, 000, 000  by  way  of  selective  advances  from  customers. 
This  authority  is  for  FY  69  and  FY  70  and  does  provide  adequate  funding  on  an  interim  basis. 

3.  CONCLUSiONS  AND  RECOMMENDATIOI^ 

a.  Conclusions 

(1)  The  addition  of  civiiian  ceilings  in  industrially  funded  activities  adversely 
affect  management,  especially  in  those  activities  subject  to  wide  variations  in  workload.  Ex¬ 
clusion  of  these  activities  from  personnel  ceilings  is  desirable,  since  experience  has  indicated 
that  the  administration  of  ceilings  has  not  been  sufficiently  flexible  to  permit  timely  adjust¬ 
ments  of  personnel  staffing  when  needed.  Should  overriding  considerations  preclude  the 
exclusion  of  ali  personnel  in  industrially  funded  activities  from  ceilings,  at  least  the  wage 
board  employees  who  are  utilized  in  the  type  of  work  where  fluctuations  in  requirements  are 
relatively  greater  than  in  other  areas  of  work  should  be  excluded. 

(2)  Capitalization  of  Department  of  Defense  industrial  fund  is  held  to  a  minimum, 
however,  it  has  been  adequate. 

b.  Recommendation.  The  Board  recommends  that: 

(FM-6)  The  Secretary  of  Defense  request  the  Director,  Bureau  of  the  Budget,  to  exclude 
wage  toard  employees  of  industrially  funded  activities  from  manpower  ceilings  and  to  permit 
employment  levels  to  fluctuate  with  workload  and  available  funding  of  those  activities  (con¬ 
clusion  (1)). 


^^Deparlmcnt  of  Defense,  Secretary  of  the  Navy.  Industrial  t'bnd  Management  Report.  1  February  1969. 
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CHAPTER  X 

MILITARY  ASSISTANCE  PROGRAM 


1.  BACKGROUND 

a.  During  the  past  three  decades  the  United  States  continuously  provided  military 
assistance  to  numerous  nations  throughout  the  world.  During  V^orld  War  II,  almost  unlimited 
support  with  few  financial  constraints  was  furnished  the  allied  forces.  The  Korean  War  iound 
the  United  States  generously  supporting  South  Korea  while  simultaneously,  but  to  a  lesser 
extent,  rendering  support  to  other  nations.  Between  the  Korean  and  Vietnam  eras,  the  United 
States  continued  its  foreign  aid  programs.  Ar  the  years  passed,  military  assistance  requests 
received  an  ever-iiicreasing  scrutiny  by  botli  ti.e  Congress  and  each  succeeding  President. 

They  sought  to  provide  needed  support  but  within  safe  and  realistic  economic  bounds  as  financial 
and  other  constraints  became  more  stringent.  Program  management  techniques,  in  the  form 

of  planning,  programming,  budgeting,  and  accounting  procedures,  were  refined  and  strengthened 
to  provide  the  visibility  needed  by  the  Congress  and  the  President.  Thus,  by  1965,  the  beginning 
of  the  buildup  in  Vietnam,  Military  Assistance  Program  (MAP)  funding  procedures  and  con¬ 
straints  were  comprehensive  and  well  defined. 

b.  A  number  of  free  world  countries  have  assisted  the  South  Vietnamese  during  the 
Vietnam  conflict.  Australia  and  New  Zealand  have  borne  the  financial  costs  of  their  partici¬ 
pation.  However,  financial  support  of  the  bulk  of  free  world  forces  (Korea,  Philippines,  Laos, 
and  Thailand)  has  been  borne  largely  by  the  United  States. 

2.  MILITARY  ASSISTANCE  PROGRAM 

a.  Until  1966,  funding  for  Vietnam  was  provided  through  normal  MAP  procedures 
prescribed  in  the  Standard  Department  of  Defense  (DOD)  Military  Assistance  Manual.  These 
procedures  worked  well  during  periods  of  deterrence  and  initial  resistance  to  aggression. 

The  Congress,  however,  acknowledged  the  possibility  of  a  rapid  shift  in  the  requirements  for 
military  assistance  and  provided  the  President  considerable  flexibility: 

. .  to  furnish  military  assistance  on  such  terms  and  conditions  as  he  may 
determine,  to  any  friendly  country  or  international  organization  the  assisting 
of  which  the  President  finds  will  strengthen  the  security  of  the  United  States 
and  promote  world  peace  . . . 

This  authority  has  remained  essentially  the  same.  Moreover,  military  assistance  appropriations 
are  not  by  country;  rather,  with  certain  limitations,  they  are  available  for  apportionment  by  the 
President  as  he  sees  fit. 

b.  Congress  also  authorized  the  President  additional  obligational  authority  under  MAP 
with  a  $300,000,000  limitation: 

"Sec.  510.  Special  Authority 

"During  the  fiscal  year  1962,  the  President  may,  if  he  determines  it  to  be 
vital  to  the  security  of  the  United  States,  order  defense  articles  from  the  stocks 
of  the  Department  of  Defense  and  defense  services  for  the  purposes  of  Part  n, 
subject  to  subsequent  reimbursement  therefor  from  sutoequent  appropriations 


^U.S.  Congress.  House,  Foreign  Assistance  Act  of  1961,  Public  Law  87-195,  87ih  Congress,  M  session. 
1961,  S  1983. 
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.ivuilal}le  tor  nulilary  assistance.  The  value  of  such  orders  under  this  subsection 
in  (lie  fiscal  year  1962  shall  not  exceed  $300,000,000.  Prompt  notice  of  action  taken 
uiidrr  this  subsection  shall  be  given  to  the  Committees  on  Foreign  Relations,  Appro¬ 
priations,  and  Armed  Services  of  the  Senate  and  the  Speaker  of  the  House  of  Repre¬ 
sentatives. 

"The  Department  of  Defense  is  authorized  to  incu/,  in  applicable  appropriations, 
ubiigaiions  in  anticipation  of  reimbursements  in  amounts  equivalent  to  the  value  of 
such  orders  under  sulisection  (a)  of  this  section.  Appropriations  to  the  President  of 
such  sums  as  may  tx?  necessary  to  reimburse  the  applicable  appropriation,  fund  or 
account  for  such  orders  are  hereby  authorized.  "2 

(1)  Both  of  the  cited  authorizations  have  remained  essentially  unchanged 
during  the  tx*riod  of  the  Vietnam  conflict. 

c.  Three  of  tiio  countries  involved  in  the  v'ictiiam  conflict  have  received  MAP  grant 
aid.  See  Table  13. 

T.VBI.E  i3 

MILlfARY  ASSIST.VNCE  PROGRAM  DELIVERIES 
(.VIlItioiLs  of  Dollars) 


Kisi'ul  Year 

Philippines 

Thailand 

Vietnam 

l>)5(l-l96:i 

$268 . 4 

$415.0 

$846.5 

t964 

to.  7 

52.7 

t8S.2 

1965 

13.2 

36.4 

274.7 

1966 

26.0 

40.8 

170. 0^ 

t967 

21.0 

44.9 

- 

1968 

29.1 

- 

* 

t969^ 

- 

- 

- 

Total 

$373.  4 

$589.  8 

$1,476.4 

^No  MAP  grant-nid  funds  were  allocated  to  Thailand,  Laos,  or  Vletoam  lo  FY  69. 

O 

"Represents  that  portion  of  the  FY  66  program  expended  through  2^  March  1966,  the  date 
when  the  une,xpen<Je«’  portion  w.is  transferred  to  the  Service  approprlatHns.3 


Source;  Office  of  the  As.sistance  Secretary  of  Defense  (interrjitlonal  Security  Affairs),  Military 
Assistance  Facts,  M.iy  1969. 


**U.  S.  Congrcs.s.  House,  Supplemental  At>i>rot)rlatioo3  Act.  1966  Public  Law  89-374,  S9th  Congress, 
2d  session.  March  25.  i9H6. 
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d.  Military  assistance  appr(^riations  have  gradually  decreased  during  recent  years. 
The  Coigress  and  the  public  have  shown  increased  reluctance  to  approve  large  MAPs,  since 
funds  earmarl^ed  for  foreign  aid  generally  decrease  fund  availability  for  pressing  domestic 
programs.  As  a  result,  MAP  appropriations  (even  v'lth  intra-appropriation  flexibility^  are  too 
small  to  accommodate  large  unanticipated  requiiements  generated  by  Vietnam-type  coriflicts 
without  depleting  available  MAP  funds  and  causing  extensive  roprv^ramming  and  deferrals  in 
ordering  materiel  to  the  detriment  of  all  the  other  grant -aid  countries.  The  MAP  procedures 
that  worked  so  well  during  periods  of  military  calm  are  comparatively  slow  and  cumbersome 
for  the  rapid  approval  and  procurement  actions  necessary  during  an  active  military  conflict. 

The  unpredictability  of  consumption,  enemy  damage  to  equipment,  supplies,  buiidings,  and 
rapid  force  buildup  or  contraction  impact  directly  on  funding  requirements  and  fund  avaiiability. 
Rapid  funding,  coupled  with  the  funding  flexibility  that  will  permit  adequate  procurement 
responsiveness  during  a  military  conflict,  is  absolutely  imperative  to  operational  success. 

3.  MILITARY  ASSISTANCE  SERVICE  FUNDED 

a.  As  tile  tempo  of  the  conflict  increased  and  simultaneously  became  more  cosily,  the 
Secretary  of  Defense  concluded  that  MAP  funding  was  rapidly  becoming  impractical.  On 

8  March  1966,  the  Secretary  stated: 

"There  is  one  important  change  in  the  coverage  of  the  Defense  program  and 
budget  this  year  which  deserves  particular  mention.  We  have  included  in  both  the 
FY  1966  supple  mentals  and  the  FY  1967  budgets  of  the  military  departments  the 
requirements  for  the  support  of  the  South  Vietnamese  Armed  Forces  and  other  Free 
World  Military  Assistance  forces  engaged  in  that  country.  These  requirements 
have  heretofore  been  financed  in  the  Military  Assistance  Program.  However, 
now  thfit  large  U.S.  forces  and  other  Free  World  Military  Assistance  forces 
(e.g. ,  Korean)  have  joined  in  the  defense  of  South  Vietnam,  the  maintenance  of 
separate  financial  and  logistic  systems  for  U.  S.  and  Military  Assistance  forces 
is  proving  to  be  entirely  too  cumbersome,  time-consuming  and  inefficient.  The 
same  problem  was  encountered  at  the  outset  of  the  Korean  V/ar.  It  was  solved, 
then,  by  programming,  budgeting  and  funding  for  all  requirements  under  'military 
functions'  appropriations  and  providing  a  consolidated  financial  and  supply  system 
for  the  support  of  U.S.,  Korean,  and  other  friendly  forces  engaged  in  that  effort. 
This  arrangement  gave  the  field  commanders  maximum  flexibility  in  the  allocation 
of  available  resources  and  improved  the  support  of  forces  employed. 

"We  are  proposing  essentially  the  same  solution  for  the  problems  now 
being  encountered  In  South  Vietnam.  By  shifting  responsibility  and  funding  to 
the  military  departments,  we  will  be  able  to  achieve: 

"Increased  efficiency  resulting  from  the  elimination  of  parallel  supply 
pipelines  to  Vietnam  and  stockages  of  materiel  witliin  Vietnam;  the  consolidation 
of  programming,  budgeting,  and  funding  for  materiel  and  services  required  by  U.S. 
and  Military  Assistance  forces;  and  the  elimination  of  detailed  accounting  and  re¬ 
porting  for  materiel  and  services  furnished  to  Military  Assistance  forces. 

"Increased  supply  effectiveness  resulting  from  greater-flexibility  in  the 
use  of  materiel  resources  available  to  the  theater  commander. 

b.  An  additional  Inducement  to  convert  to  Military  Assistance  Service  Funded  (MASF) 
was  expressed  by  the  Secretary  of  Defense  on  20  March  1967: 

. .  changes  in  the  overall  situation  in  South  Vietnam  resulted  in  increased 
military  operations  and  large  increases  in  requirements.  This  was  a  burden  on 
military  assistance  program  resources  intended  for  other  MAP  countries.  A 
portion  of  the  lncre.*ised  requirements  for  MAP  supported  forces  in  South  Vietnam 


^U.S.  C.'ogress,  House,  Defense  Budget.  FY  1967,  Statement  by  the  Secretary  of  Defense  before  The 
Armed  Seivlces  Committee,  8  March  1966. 
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had  to  Ix}  financed  by  reducing  grant  programs  for  other  important  countries  of  the 
free  world.  The  shrinkage  in  'nilitary  assistance  program  resources  available  for 
other  countries  led  to  extensive  reprogramming  and  to  deferrals  in  the  ordering  of 
material  for  these  countries. 

"As  a  result  of  congressional  approval  last  year,  the  requirements  of  the 
South  Vietnamese -Armed  Forces  and  other  free  world  forces  in  Vietnam  have  been 
included  in  the  regular  defense  budgets,  thus  permitting  more  timely  ordering  of 
material  to  meet  other  military  assistance  program  roqulreiueiits.  We  are  capable 
of  continuing  to  give  the  highest  priority  to  forces  in  Vietnam  and  at  the  same  time 
meeting  military  assistance  program  requirements.  "5 

c.  The  proposed  change  was  approved  by  the  Congress  in  March  1966  and  Included  in 
the  Supplemeatal  Defense  Appropriation  Act,  FY  66. 

"Sec.  102  (a)  Appropriations  available  to  the  Department  of  Defense  during 
the  fiscal  year  1966  shall  be  available  for  their  stated  purposes  to  support  Viet¬ 
namese  and  other  Free  World  Forces  in  Vietnam  and  for  related  costs  on  such 
ternis  and  conditions  as  tlie  Secretary  of  Defense  may  determine:  Provided,  that 
unexixjnded  balances,  as  determined  by  the  Secretary  of  Defense,  of  fxmds  hereto¬ 
fore  allocated  or  transferred  by  th**  President  to  the  Secretary  of  Defense  for 
military  assistance  to  support  Vietnamese  and  other  Free  World  Forces  In 
Vietnam  shall  be  transferred  to  any  appropriation  available  to  the  Department  of 
Defense  for  military  functions  (including  construction)  to  be  merged  with  and 
to  be  available  for  the  same  pu^ose  and  for  the  same  time  period  as  the  appro¬ 
priation  to  which  transferred."® 

d.  That  portion  of  the  regular  Si;rvicc  budgets  approved  for  use  In  support  of  Military 
Operations  in  the  Republic  of  Vietnam  (RVN)  Is  referred  to  as  MASF.  At  first,  this  included 
only  the  Armed  Services  of  the  Republic  of  Vietnam  (RVNAF)  and  Free  World  Military 
Assistance  Forces  (FWMAF)  serving  in  Vietnam.  In  FY  68,  funding  in  support  of  local 
forces  in  Laos  and  Thailand  was  also  transferred  from  MAP  to  the  defense  budget  as  MASF. 7 
Each  year  since  then  funding  of  RVNAF  and  FWMAF  In  Vietnam,  as  well  as  support  of  local 
forces  in  Laos  and  Thailand,  has  been  Included  in  the  regular  DOD  budgets. 

c.  Since  MASF  (begun  in  March  1966)  is  an  integral  part  of  regular  DOD  funding, 
budgeting  and  accounting  for  MASF  are  accomplished  as  a  part  of  and  in  accordance  with 
[}olicies  and  procedures  applicable  to  the  regular  Service  budgets.  However,  planning  and 
programming  continue  to  follow  procedures  generally  in  accordance  with  instructions  appli¬ 
cable  for  re^ar  MAPs  as  supplemented  by  Instructions  of  the  military  departments  and 
Commander  in  Chief,  Pacific  (CINCPAC),  component  commands.®  Thus,  neither  develop¬ 
ment  of  unique  procedures  nor  significant  additional  workload  was  incurred  within  the  DOD 
as  a  result  of  the  conversion. 


^U.S.  Congruss.  ilouse.  Committee  on  Appropriations,  Foreign  Operations  and  Related  Agencies, 
He.irlngs  before  n  subcommittee  of  the  Committee  on  Appropriations,  House  of  Representatives, 
90th  Congress.  1st  session,  20  March  1967. 

®U.  S.  Congress,  House,  Department  of  Defense  Approprlollon  Act  1861,  Public  Law  89-374,  89t)j 
Congress,  1st  session,  1967. 

^U.S.  Ci'r'Tress,  House,  Department  of  Defense  Appropriation  Act  1968,  Public  Law  80-88,  90tb 
Congress,  1st  session,  1967. 

^he  Foreign  Assl.stnnce  Program  —  Annual  Repr.rt  to  the  Congress,  FY  66,  January  1868. 
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f.  Supplemental  Appropriations.  Another  action  by  the  Congress  to  render  adequate 
financial  support  to  the  Vietnam  conflict  has  been  that  of  approving  supplemental  appropriation 
requests  by  the  President.  Here  again,  the  Congress  recognized  the  difficulty  inherent  in 
accurately  forecasting  financial  requirements  in  SE  Asia  for  an  entire  fiscal  year.  In  view  of 
this,  the  regular  appropriation  acts  were  based  on  the  best  projections  available  when  the  budgets 
were  developed,  as  amended  by  the  Congress.  However,  during  the  latter  part  of  the  fiscal 
year,  as  projections  for  the  year  became  more  reliable,  the  President  submitted  a  request  for 
supplemental  appropriations  for  FY  65  to  FY  69  to  cover  anticipated  deficiencies.  Congress 
complied  by  approving  v/hat  appeared  to  be  a  reasonable  amount.  Thes''  supplemental  appro¬ 
priation  acts  not  only  covered  requirements  of  U.G.  forces  but  aJ<!0  those  of  the  Vietnamese  and 
other  free  world  forces  (funded  by  the  United  States)  by  augmenting  MASF  authorizations.  (For 
further  discussion  of  Supplemental  Appropriations,  see  Chapter  111.) 

g.  Exemption  From  Apportionment.  Congress,  long  ago  recognizing  the  need  for 
providing  full  authority  to  the  President  to  obligate  funds  as  neeessary  in  the  interests  of  national 
defense  and  for  a  number  of  years  prior  to  and  since  the  Vietnam  conflict  began,  has  provided 
this  authority. 


’'Sec.  612.  During  the  current  fi.scai  year,  the  President  may  exempt  appro¬ 
priations,  funds,  and  contract  authorizations,  available  for  military  functions  under 
the  Department  of  Defense,  from  the  provisions  of  subsection  (c)  of  section  3679  of 
the  Revised  Statutes,  as  amended,  whenever  he  deems  such  action  to  be  neeessary 
in  the  interests  of  national  defense. 

"Upon  determination  by  the  President  that  such  action  is  necessary,  the 
Secretary  of  Defense  is  authorized  to  provide  for  the  cost  of  an  airborne  alert  as 
an  expected  expense  in  accordance  with  the  provisions  of  Revised  Statutes  3732 
(41  U.S.C.  11). 

"Upon  determination  by  the  President  that  it  is  necessary  to  increase  the 
number  of  military  personnel  on  active  duty  beyond  the  number  for  which  funds  are 
provided  in  this  Act,  the  Secretary  of  Defense  is  authorized  to  provide  for  the  cost 
of  such  increased  military  personnel,  as  an  excepted  expense  in  accordance  with 
the  provisions  of  Revised  Statutes  3732  (41  U.P-.C.  11)."^ 

The  above  authority  is  granted  to  the  President  for  all  regular  DOD  appropriations. 
Not  only  does  it  cover  support  ol  U.S.  forces,  but  it  includes  MASF  (available  for  support  of 
Vietnamese  and  other  free  world  forces  in  Vietnam  and  local  forces  in  Laos  and  Thailand). 

h.  Budget  Flexibility.  As  previously  noted,  Congress  ha.3  authorized  the  President  to 
exceed  annual  MAP  appropriated  amounts  by  up  to  $300,000,000.  This  permits  the  United 
States  to  support  other  nations  in  a  short-term  or  low-intensity  conflict.  The  combining  of  bud¬ 
gets  covering  MASF  costs,  with  the  DOD  Servic.e  budgets,  coupled  with  a  waiver  of  obligatlonal 
limitatlons—if  this  is  considered  to  be  In  the  national  interest— permits  the  funding  flexibility 
neeessary  in  a  long-term  higii-lntensity  conflict.  Amounts  included  in  the  Service  budgets  for 
South  Vietnam,  each  of  the  funded  free  world  countries,  and  U.S.  forces,  are  not  hard  and  fast. 
In  and  of  themselves.  Considerable  flexibility  is  authorized  in  shifting  funds  within  individual 
DOD  appropriations— particularly  the  operations  and  maintenance  appropriations.  This  permits 
reprogramming  neeessary  to  provide  adequate  support  to  ail  friendly  forces.  Since  precise 
budget  program  accuracy  In  most  combat  environments  is  extremely  difficult,  if  not  impossible 
to  achieve,  intra-appropriation  flexibility  iias  been  an  extremely  desirable,  if  not  essential, 
authority. 


i.  Adequacy  of  MASF  Funding  Support.  All  of  the  Services  reported  that  adequate 
funding  was  provided  to  the  MASF  program.  They  did  indicate,  however,  that  providing  this 
support  did  have  an  adverse  effect  on  other  programs. 


g 

U.S.  Congress,  House,  Department  of  Defense  Appropriation  Act,  lonfi.  I»ublic  Law  89-213,  99th  Congress. 
Ist  session,  September  1965,  H.K.  9221. 
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4.  CONCLUSIONS  AND  OBSERVATION 


a.  Conclusions 

(1)  Military  Assistance  Program  funding  procedures  in  Southeast  Asia  worked 
satisfactorily  prior  to  escalation  of  the  Vietnam  conflict.  As  the  tactical  situation  changed  and 
the  South  Vietnamese  forces  required  a  higher  le^I  of  logistics  support,  It  became  apparent 
that  funding  under  Military  Assistance  Program  procedures  was  too  cumbersome  to  provide 
necessary  flexibility  and  responsiveness.  To  overcome  this  limitation,  the  Congress,  pursuant 
to  a  proposal  by  the  Secretary  of  Defense,  enacted  legislation  combining  foreign  military  assis¬ 
tance  funding  with  the  regular  Service  budgets.  The  resultant  procedures  are  referred  to  as 
Military  Assistance  Service  Funded. 

(2)  Military  Assistance  Service  Furtded  procedures  permitted  the  flexibility 
necessary  to  provide  adequate  logistic  support,  generally  when  and  where  needed,  but  within 
the  framework  of  a  controlled  funding  system. 

b.  Observation.  Military  Assistance  Program  funding  procedures  are  satisfactory 
for  peacetime  military  assistance.  They  were  designed  for  this  purpose— not  to  support  an 
Allied  force  in  a  high-intenslty,  prolonged  conflict  such  as  VietnaiHr 


CHAPTER  XI 

SUMMARY 


1.  OVERVIEW 

a.  In  addressing  the  subject  of  financial  mana^tnent,  the  study  effort  ^as  focused  on 
an  examination  of  the  Planning,  Programming,  and  Budgeting  System  (PPBS),  and  the  three 
classifications  of  funds:  operating  expense  funds,  working  capital  funds,  and  investment  funds. 

In  addition,  the  three  special  financial  su^orting  functions  of  auditing  in  the  combat  zone, 
industrial-funded  activities,  and  Military  Assistance  Programs  (MAPs)  were  reviewed. 

b.  Financial  management  techniques  and  procedures  did  not  change  significantly  during 
the  period  1965  to  1970  as  a  resiilt  of  the  Vietnam  conflict.  Certain  minor  modifications  in  pro¬ 
cedures  were  made  within  each  Service  to  meet  changing  conditions  and  the  particular  require¬ 
ments  of  the  individual  Service  mission,  location,  and  environment. 

c.  The  PPBS  is  the  basic  financial  management  vehicle  by  which  the  Services  obtain 
resources  to  support  assigned  missions.  This  system  was  implemented  in  the  early  1960's  and 
remained  essentially  the  same  until  January  1970  when  certain  modifications  were  made  to  im¬ 
prove  the  system  and  provide  the  military  departments  with  timely  and  realistic  guidance.  The 
impact  of  these  changes  cannot  be  evaluated  until  completion  of  the  FY  72  defense  budget  cycle. 

d.  Experience  during  the  Vietnam  era  has  indicated  that  the  PPBS  provided  a  sound 
basis  for  the  effective  financl.ii  management  of  the  Department  of  Defense  programs.  The  sys¬ 
tem,  however,  did  not  function  without  difficulties  that  reflected  policies  of  tight  centralized 
control.  The  war  has  been  financed  on  an  incremental  basis  by  submitting  supplemental  re¬ 
quests  to  meet  escalating  logistic  requirements  not  programmed  In  the  regular  annual  defense 
budget.  These  policies  created  considerable  program  instability  ior  tlie  military  departments 
In  the  management  of  all  appropriations.  The  turbulence  was  particularly  troublesome  in  the 
procurement  of  major  items  of  equipment.  As  a  result  of  program  instability,  the  following 
expediting  procedures  were  required  to  obtain  funds  on  a  timely  basis:  (1)  exemptions  from 
apportionment,  (2)  critical  Item  procedures,  (3)  Emergency  Defense  Fund  and  Transfer  Author¬ 
ity,  and  (4)  reprogramming  actions.  Although  these  financial  procedures  did  in  general  provide 
an  acceptable  degree  of  budget  flexibility  to  meet  funding  requirements  for  Southeast  Asia,  pro¬ 
gram  managers  were  hard-pressed  to  process  the  many  complex  and  time-consuming  program 
changes  required  to  make  adjustments  to  Service  programs.  This  experience  demonstrated 
that  program  managers  In  the  Services  must  receive  timely  and  stable  guidance  to  permit  them 
to  manage  their  programs  in  a  more  efficient  and  orderly  manner. 

e.  Wide  variations  existed  in  how  the  Services  used  their  accounting  and  financial  man¬ 
agement  systems  associated  with  the  Operation  and  Maintenance  (O&M)  appropriation  supporting 
Vietr.u):  umhat  operations.  One  common  feature  in  the  Initial  buildup  stage  was  the  perform¬ 
ance  of  formal  appropriation  accounting  at  a  locatinn  outside  Vietnam.  The  Army,  Navy,  and 
Marine  Corps  still  have  this  common  feature.  However,  the  Air  Force  Initiated  In-country  ac- 
countii^  for  0AM  funds  supporting  combat  operations  as  soon  as  an  adequate  financial  manage¬ 
ment  capability  was  establi^ed  In  Vietnam  early  in  1966.  The  Navy  and  Marine  Corps  had  O&M 
accounting  systems  for  inventories  that  had  been  purchased  from  the  stock  fund  and  continued 
this  statistical  accounting  upon  deployment  of  units  to  Vietnam  with  only  minor  administrative 
adjustments.  On  the  other  hand,  because  of  the  lack  of  trained  personnel  and  adequate  computer 
support,  the  Army  did  not  elect  to  financially  account  In-country  for  Inventories  until  1969  when 
a  system  of  financial  inventory  accounting  was  establi^ed  for  depots.  Despite  these  differences, 
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ali  of  the  Services  recognized  the  need  for  iinancial  information  to  property  manage  and  justify 
resources  needed  to  accomplish  their  assigned  combat  mission. 

f.  Each  Service  m^^de  independent  decisions  based  on  experience  or  policy  on  whether 
to  fliiance  in-country  inventories  supporting  combat  operations  with  stock  fund  or  O&M  funds. 
The  Army  and  Marine  Corps  elected  not  to  extend  the  stock  fund  to  ATietnam.  They  considered 
the  financial  inventory  accounting  requirement  and  other  management  restraints  associated 
with  a  stock  fund  operation  too  burdensome  in  a  combat  environment.  The  Navy  continued  its 
normal  employment  of  stock  fund  in  logistic  support  ships.  It  also  elected  to  establish  a  stock 
fund  operation  at  the  Naval  Support  Activity,  Da  Nang,  when  assigned  common  supply  responsi¬ 
bilities  for  I  Corps  Tactical  Zone.  The  Air  Force,  whose  policy  had  been  to  exclude  stock 
fund  operations  from  combat  areas,  elected  to  extend  stock  fund  operations  in  Vietnam  and 
Thailand  when  Project  Priority  Improved  Management  Effort  (PRIME)  required  this  procedure 
elsewhere.  The  reason  for  this  decisicm  was  to  maintain  a  standard  base  supply  operation  at 
all  U.S.  Air  Force  bases. 

g.  Prior  to  1965,  it  had  been  the  Department  of  Defense  policy  to  limit  auditing  activi¬ 
ties  outside  the  continental  United  States  to  noncorobat  areas.  In  June  1966,  the  General  Ac¬ 
counting  Office  suggested  to  the  Congress  thU  audit  coverage  be  expanded  to  cover  military 
contracts  and  activities  in  South  Vietnam.  Based  c«  this  suggestion,  the  Ccmgress  instructed 
the  Secretary  of  Defense  to  initiate  action  to  increase  audit  coverage  of  those  financial  areas 
and  organizations  associated  with  the  combat  effort  in  South  Vietnam.  Subsequent  audits  proved 
to  be  a  useful  management  tool  for  combat  c<Mnmanders.  They  provided  data  to  be  used  as  a 
basis  for  identifying  and  organizing  procedural  improvements.  In  the  conduct  oi  audits,  how¬ 
ever,  care  had  to  be  exercised  to  ensure  that  there  was  no  Interference  with  combat  operations 
and  the  effective  support  of  these  operations. 

h.  Industrial  funds  were  managed  in  accordance  with  routine  Department  of  Defense 
procedures.  A  few  problems  arose  where  there  was  insufficient  flexibility  in  manpower  ceil¬ 
ings  to  meet  the  changing  workloads  that  occiurred  diuring  the  transition  to  escalating  logistic 
requirements. 

i«  Military  assistance  to  allied  forces  had  been  provided  by  the  United  States  for  the 
past  three  decades.  Before  the  Vietnam  conflict  intensified,  MAP  procedures  were  well  estab¬ 
lished  and  functioning  efficienily.  As  the  conflict  intensified,  MAP  procedures  proved  to  be  im¬ 
practical,  cumbersome,  and  insufficiently  responsive  for  the  unique  combat  environment  that 
was  dtiveloplng  In  SE  Asia.  As  a  result,  military  assistance  funding  procedures  were  realigned 
to  coincide  with  those  of  the  military  departments  of  the  United  States  and  were  established  as 
Military  Assistance  Service  Funded  (MASF)  procedures.  This  system  provided  that  the  support 
of  the  South  Vietnamese  Armed  Forces  and  other  free  world  forces  engaged  in  Vietnam  would 
be  progi'ammed  within  the  budgets  of  the  mUitary  departments  of  the  United  States.  The  M^SF 
procedures  have  proved  to  be  effective  and  have  provided  the  necessary  flexibility  and  resp(m- 
sive  su(^rt  required. 

j.  The  remainder  of  this  chapter  summarizes  the  major  lessons  learned  and  lists  the 
recommendations  that  are  developed  within  the  monograph. 

2.  FINANCING  OF  OPERATIONAL  EXPENSES 


a.  Lessons  Learned 


Vietnam  e^q^erience  has  proved  that  financial  management  techniques,  when  utilized 
to  an  appr-opriate  degree,  could  be  useful  tools  in  the  effective  and  efficient  managrment  of  ma¬ 
teriel  in  combat  areas.  Financial  management  systems  for  Operations  and  Maintenance  funds 
suj^rtirjg  combat  operations  are  most  effective  when  they  are  mechanized,  require  a  minimum 
change  from  the  normal  Service  system,  and  provide  for  the  distribution  of  materiel  cost  to 
appropriate  cost  accounts. 
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b.  Recommendation 

(FM-1)  The  Services,  when  planning  contingencies,  outline  appropriate  financial 
management  systemic  for  Operation  and  Maintenance  funds  supporting  operations  iii'the  combat 
areas.  Such  systems  should: 

(a)  Be  appropriate  to  the  combat  environment. 

(b)  Avoid  extension  of  financial  accounting  to  a  level  that  interferes  with  combat 
operations  or  places  an  undue  administrative  burden  on  combat  organizations  or  their  ioglstic 
support  units. 

(c)  Be  mechanized  to  the  extent  practicable. 

(d)  Be  Integrated  with  the  Service's  total  resource  management  system. 

(e)  Parallel  the  Service's  normal  system  to  the  extent  practicable. 

(f)  Identify  expense  materiel  with  an  appropriate  cost  account. 

(g)  Use  financial  information  in  the  determination  of  requirements  and  identifica¬ 
tion  of  areas  for  improved  management. 

(h)  Provide  useful  reports  to  appropriate  levels  having  management  responsi¬ 
bilities. 

3.  FU>JDING  OF  INVENTORIES  OF  EXPENSE  ITEMS 

a.  'Lessons  Learned 

(1)  Tlie^M  of  stock  funds,  with  adequate  capitalization  and  when  not  constrained 
by  apportionment  procedures,  could  be  an  effective  and  efficient  procedure  for  financing  those 
supi^y  system  inventories  that  support  and  complement  user  stocks.  However,  within  the 
broad  framework  of  established  CKflce  of  the  Secretary  of  Defense  stock  fund  policy,  the  Serv¬ 
ices  needed  the  flexibility  to  organize  their  stock  fund  operations  in  a  manner  that  best  sup¬ 
ported  the  accomplishment  of  their  assigned  missions. 

(2)  The  Office  of  the  Secretary  of  Defense  procedures  of  stock  fund  program  re¬ 
view  and  control  have  made  Bureau  of  the  Budget  ai^rtionment  of  stock  fund  unnecessary  to 
ensure  the  most  effective  and  economical  use  of  funds-  In  addition,  authority  to  maintain  min¬ 
imum  cash  balances  in  and  to  transfer  capital  between  working  capital  funds  provided  by  the 
Congress  on  an  annual  basis  since  FY  66  will  be  needed  indefinitely  for  efficient  management 
of  resources. 

(3)  In  general,  since  the  end  of  FY  66,  stock  fund  cash  balances  have  been  low 
in  relation  to  the  volume  of  business  processed. 

b.  Recommendations 

(FM-2)  The  Office  of  the  Secretary  of  Defense  establish  with  the  Bureau  of  Budget 
the  conditions  required  to  obtain  apportionment  exemptions  for  stock  funds  and  a  schedule  for 
qualifying  each  fund  for  exemption. 

(FM-3)  The  Office  of  the  Secretary  of  Defense  seek  permanent  statutory  authority 
(replacing  the  general  provision  included  annually  in  the  Defense  Appropriation  Act)  to  permit 
sufficient  cash  balance  of  working  capital  funds  to  be  only  the  amount  needed  to  cover  disburse¬ 
ments  and  to  authorize  transfers  of  capital  between  working  capital  funds. 
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(FM-4)  To  support  sound  management,  the  Office  of  the  SecreUry  of  Defense  pro¬ 
gram  more  adequate  cash  balances  in  stock  funds,  including  a  greater  allowance  for  unantici¬ 
pated  program  changes,  so  that  the  pianned  balance  in  each  fund  should  be  equal  to  at  least  30 
days  of  disbursements. 

4.  INVESTMENT  COSTS-CONSTRUCTION 

a.  Lesson  Learned 

A  dynamic  warfare  situation,  such  as  the  Vietnam  conflict,  results  in  rapidly 
changing  requirements  for  urgent  military  construction.  Although  some  modifications  and  ad¬ 
justments  have  been  made,  the  procedures  for  justification,  programming,  and  budgeting  ex¬ 
tended  weli  beyond  that  needed  for  the  overall  level  of  effort  and  program  control,  and  continued 
to  ’)e  basically  the  same  as  that  used  in  peacetime— the  line  item  oriented  military  construction 
process.  These  procedures  involved  much  extraneous  administrative  effort,  introduced  unde¬ 
sirable  time  delays,  were  not  sufficiently  flexible,  and  imposed  difficulties  in  the  application  of 
construction  resources.  In  short,  military  construction  procedures  proved  unsuitable  for  use 
in  a  warfare  situation. 

b.  Recommendation 

(The  Construction  Monograph  contains  a  recommendation  for  the  establishment  of  a 
new  Contingency  Construction  Appropriation.) 

5.  AUDITING  .N  COMBAT  ZONES 


a.  Lesson  Learned 

Experience  in  Vietnam  has  established  the  feasibility  and  worth  of  auditing  military 
contracts  and  activities  in  a  combat  area  when  audits  are  conducted  in  such  a  fashion  as  to 
ensure  that  there  is  no  interference  with  combat  operations  and  the  effective  support  of  these 
operations. 

6.  INDUSTRIAL  FUNDS 


a.  Lesson  Learned 

Civilian  personnel  ceilings  in  industrially  funded  activities  adversely  affected  man¬ 
agement  of  those  activities  subject  to  wide  variation  in  workload.  Exclusion  of  industrial- 
funded  activities  from  personnel  ceilings  v/ould  facilitate  timely  adjustments  of  personnel 
staffing  to  accommodate  workload  variations.  Should  overriding  considerations  preclude  the 
exclusion  of  all  personnel  In  Industrially  funded  activities  from  ceilings,  at  least  the  wage 
board  employees  who  are  utilized  In  the  type  of  work  where  fluctuations  In  requirements  are 
relatively  greater  than  in  other  areas  of  work  should  be  excluded. 

b.  Recommendation 


(FM-6)  The  Secretary  of  Defense  request  the  Director,  Bureau  of  the  Budget,  to 
exclude  wage  board  employees  of  industrially  funded  activities  from  manpower  ceilings  and  to 
permit  employment  levels  to  fluctuate  with  workload  aiul  available  funding  of  those  activities. 

7.  MILITARY  ASSISTANCE  PROGRAM 

a.  Lessons  Learned 

Peacetime  Military  Assistance  Program  funding  procedures  proved  impractical  in  a 
conflict  like  Vietnam,  which  has  Involved  large  numbers  of  U.S.  and  free  world  forces.  The 


106 


FINANCIAL  MANAGEMENT 


Military  Assistance  Service  Funded  procedures,  which  became  an  integral  part  of  the  Depart¬ 
ment  of  Defense  financial  management  system,  proved  to  have  the  funding  flexibility  and  re¬ 
sponsiveness  required  in  this  area  of  logistic  support. 
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1.  INTRODUCTION 


1.  BACKGROUND.  The  legislative  requlremeirt  that  the  President  most  present  his  budget 
request  to  Congress  in  January  of  each  year  is  the  primary  factor  around  which  all  Federal 
planning,  programming,  and  tudgeting  actions  revolve.  The  Department  of  Defense  (DOD)  has 
developed  and  improved  in  subsequent  years,  a  system  to  meet  this  requirement.  This  com¬ 
plex  system  known  as  the  Plannir^/Pr<^rammli^/Budgeting  System  (PPBS)  is  a  process  of  com- 
pilii^  all  factors  of  national  security  objectives,  strategy,  forces,  resources,  and  costs  within 
the  same  conceptual  framework.  The  PPBS  continually  changes  as  Improvements  through  ex¬ 
perience  become  evident.  The  most  recent  and  significant  change  to  the  system  Is  contained  in 
the  DOD  Instruction  7C45. 7  dated  29  October  1969.  This  was  effective  on  i  January  1970.  Since 
this  change  became  effective  during  the  period  in  which  the  Joint  Logistics  Review  Board  (JLRB) 
was  conducting  its  review  of  worldwide  ic^istlc  support  of  U.S.  forces  during  the  Vietnam  era. 

It  was  deemed  necessary  to  present  the  PPBS  in  two  segments.  The  first  seven  chapters  will 
discuss  the  system  as  it  existed  during  CY  69  since  this  was  the  system  In  effect  covering  the 
major  time  period  In  the  overall  study  effort.  Chapter  Vin  will  discuss  the  changes  that  were 
effective  on  1  January  1970. 

2.  PURPOSE.  The  purpose  of  this  appendix  is  to  provide  the  reader  with  a  full  understanding 
of  each  segment  of  the  PPBS  and  Its  re^tlonship  to  the  overail  sysii^m.  This  will  eliminate  the 
necessity  of  expounding  on  the  vartous  segments  as  they  are  discussed  In  other  portions  of  this 
report. 

3.  DEVELOPMENT  TvrLE  Since  it  takes  most  agencies  almost  a  full  year  to  develop  a 
complete  departmental  budget,  its  development  must  start  around  January  of  the  prior  year. 

The  development  cycle,  therefore,  is  necessartly  on  a  calendar  year  basis,  whereas  the  budget 
year  to  which  all  such  development  is  addressed  is  on  a  fiscal  year  basis.  From  the  above,  and 
the  Illustration  in  Figure  A-1  it  can  be  seen  that  approximately  eighteen  months  Is  required 
from  the  first  start  of  budget  development  to  the  time  it  becomes  a  funded  financial  plan.  For 
example,  the  budget  for  FY  71,  vdilch  covers  the  period  1  July  1970  to  30  June  i97i,  is: 

a.  Developed  in  CY  69  by  military  departments  and  agencies: 

b.  Submitted  In  October  1969  to  Office  of  the  Secretary  of  Defense  (OSD); 

c.  Reviewed  by  OSD  with  the  participation  of  the  Bureau  of  Budget  (BOB)  so  as  to  be 
completed  around  the  middle  of  December  1969; 

d.  Presented  to  Congress  by  the  President  for  appropriation  action  In  January  1970; 

e.  Reviewed  by  Congress  for  the  establishment  of  authorizations  and  appropriations  by 
30  June  1970.  In  recent  years  Congress  has  extended  its  review  action  beyond  1  July.  This 
extension  necessitates  special  action  by  Congress  to  authorize  Departments  to  continue  to  oper¬ 
ate  and  restricts  Departmental  acticxi''  ^ 

4.  ANNUAL  CALENDAR  YEAR  SCHEDULE.  The  Secretary  of  Defense  publishes  an  annual 
calendar  memorandum  providing  a  schedule  of  significant  events  for  each  current  year.  The 


^Headquarters,  Department  of  the  Air  Force,  Opcratlig  Instructions  (H01>  -  27-1,  ^  August  19G8,  p.  3-1. 
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memorandum  for  CY  69  was  published  in  January  and  was  revised  as  necessary  in  the  spring. 

It  identified: 

a.  The  base  program  from  which  all  proposed  changes  would  be  made,  by  publication  or 
as  of  date; 

b.  A  schedule  for  the  submission  of  the  Joint  Strater^c  Objectives  Plan  (JSOP)  by  the 
Joint  Chiefs  of  Staff  including  but  not  limited  to  (1)  discussion  of  pertinent  major  force  issues 
and  rationale  supporting  the  issues;  (2)  force  recommendations;  and  (3)  other  supporting  data, 
such  as  manpower  and  costs  estimates; 

c.  A  schedule  for  the  issuance  of  Draft  Presidential  Memorandums,  Major  Program 
Memorandums,  and  Defense  Guidance  Memorandums; 

d.  Specific  dates  on  which  actions  could  be  expected  on  proposals; 

e.  Date  for  the  submission  of  the  DOD  budget  estimates; 

f.  Identification  of  special  reviews  or  Judies  to  be  conducted  during  the  calendar  cycle 
and  assignment  of  Primary  Action  Offices  (PAO)  for  review  of  studies  identified;  and 

g.  A  date  for  the  inclusion  of  an  additional  year  to  the  Five>^Year  Defense  Program 
(FYDP).2 


^Department  of  Defense  bistmction  7045  7,  Review  and  Approval  of  Changoa  to  the  Five-Year  Defense 
Pr^ram,  22  December  1967.  p.  3. 
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n.  JOINT  STRATEGIC  OBJECTIVES  PLAN 


1.  PURPOSE.  The  purpose  of  the  Joint  Strategic  Objectives  Plan  (JSOP)  is  to  advise  the 
President  and  the  Secretary  of  Defense  on  the  military  strategy  and  force  structure  require¬ 
ments  for  attaining  the  national  security  objectives  and  to  provide  planning  guidance  to  com¬ 
manders  of  unified  and  specified  commands  and  to  the  Services. 

2.  FORMULATfON.  The  formulation  of  the  JSOP  is  the  responsibility  of  the  Joint  Staff  of  the 
Joint  Chiefs  of  Staff.  The  planning  effort  involves  the  digestion  of  masses  of  intelligence  data  to 
arrive  at  an  estimate  of  the  capabilities  and  inclinations  of  potential  enemies,  and  the  assess¬ 
ment  of  the  present  capabilities  of  U.S.  forces  and  weapons,  as  well  as  the  technological  ad¬ 
vances  expected  shortly  from  the  vast  defense  research  establishment.  3  Data  used  are  derived 
from  the  following: 

a.  Intelligence  estimates  and  national  r .  icy  statements  of  the  President,  executive 
agencies,  and  Congress. 

b.  Intelligence  estimates,  studies,  and  technical  considerations  of  the  military  depart¬ 
ments  and  defense  agencies. 

3.  GENERAL.  The  JSOP  is  a  military  judgment  as  to  the  forces  and  programs  which  should 
be  supported  during  the  next  5  to  8  years  and  consists  of  volume  I,  Strategy;  Volume  II,  Analyses 
and  Force  Tabulations;  Volume  DI,  Free  World  Forces;  and  seven  annexes.  4  The  plan  Is  sub¬ 
mitted  by  the  Joint  Chiefs  of  Staff  to  the  Secretary  of  Defense  for  information. and  consideration 
In  connection  with  the  preparation  of  Draft  Presidential  Memorandums  (DPMs),  Major  Program 
Memorandums  (MPMs),  Defense  Guidance  Memorandums  (DGMs),  the  Five-Year  Defense  Pro¬ 
gram  (FYDP),  and  the  military  budget.  The  JSOP  in  the  Planning/Programming/Budget  Cycle 
(see  Figure  A-1)  may  be  additionally  clarified  by  the  following  excerpt  from  the  Secretary  of 
Defense  Memorandum  on  the  Program/Budget  Review  Schedule  for  CY  69  (dated  1  March  1969 
and  revised  22  April  1969)  as  follows: 

“Joint  Strategic  Objectives  Plan 

On  March  3,  1969,  the  Joint  Chiefs  of  Staff  (JCS)  are  requested  to  submit  the 
FY  1971-1978  Joint  Strategic  Objectives  Plan  (JSOP).  Volume  n  of  the  JSOP  should 
identify  those  major  Issues  which  the  JCS  believe  are  required  to  be  resolved  during 
the  course  of  this  year.  Issues  should  be  supported  by  (a)  an  explanation  of  the  ra¬ 
tionale  for  the  proposed  change,  (b)  the  military  objectives  to  be  served,  and  (c)  the 
resource  implications  of  the  proposed  changes. 

“Earlier  receipt  of  the  JSOP  71-78  than  In  past  years  v/ill  provide  greater 
assurance  that  the  force  structure  recommendations,  and  the  supporting  analysis 
of  the  JCS,  are  given  careful  review  and  consideration  prior  to  beginning  work  on 
the  Draft  Presidential  Memorandums  (DPMs),  Major  Program  Memorandums 
(MPMs),  and  the  (DGMs). 


^Comdr.  Steven  Lazarus.  USN,  Defense  todustry  Bulletin.  "Defense  PPDS-A  lOGO  Overview,"  June  i%0 
p.  19. 

’Joint  Chiefs  of  Staff  Publication  3,  Joint  Logistics  and  Personnel  Policy  .*md  Guidance  (U),  Ajiril  1960, 
(CONFIDENTIAL)  p.  12. 
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"The  estimated  dollar  value  and  manpower  requirements  associated  with  the 
proposed  force  changes  of  the  JSOP  71-78  are  to  be  revised  and  submitted  by  the 
JCS  no  later  than  April  15,  1969,  based  on  the  March  update  of  the  FYDP. 


^Ofrice  of  the  Secretary  of  Defense,  Memorandum,  subject:  Calendar  Year  1969  (CY  69)  Procedure  and 
Schedule  for  Draft  Prostdcntlal  Memorandums  (DPMsl,  Major  Program  Memorandums  (MPMs),  and 
Defense  Guidance  Memorandums  (DGMs),  22  April  1969. 
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in.  FIVE-YEAR  DEFENSE  PROGRAM 


1.  GENERAL.  The  Five-Year  Defense  Program  (FYDP)  is  the  official  program  that  sum¬ 
marizes  the  Secretary  of  Defense  approved  plans  and  programs  for  components  of  the  Depart¬ 
ment  of  Defense  (DOD).  The  scope  of  the  FYDP  includes  force,  manpower  and  cost  data,  and 
information  covering  the  prior,  current  and  succeeding  fiscal  years.  The  force  structure  in¬ 
cludes  data  and  information  for  the  prior  fiscal  years,  current  fiscal  year^  budget  year,  and 
seven  succeeding  fiscal  years.  Cost  and  manpower  data  are  included  for  the  prior  fiscal  years, 
current  fiscal  year,  budget  year,  and  the  four  succeeding  fiscal  years.  Prior-year  historical 
data  are  recorded  from  1961  on  forces  and  from  1962  on  cost  and  manpower  data.  ° 


2.  PROGRAMMING  SYSTEM.  The  programming  system  provides  the  means  for  submission, 
review,  record-keeping,  and  decision-making  of  the  DOD  system.  The  plarining,  programming, 
resource,  materiel,  and  financial  management  systems  of  all  DOD  components  are  correlated 
with  the  programming  system.  The  program  structure  provides  DOD  components  with  means  of 
showing  the  approved  program  changes  in  meaningful  aggregations.  The  structure  is  designed  to 
be  an  operating  tool  of  the  DOD  managers,  to  allow  broad  aggregations  of  data  and  detailed  pres¬ 
entations  of  data  that  are  meaningful  to  different  managers,  and  to  allow  the  application  of  a 
systematic  means  of  measuring  actual  use  of  resources  against  planned  and  approved  programs. 
The  program  structure  currently  consists  of  10  programs,  which  are  broad  aggregations  of 
interrelated  program  elements  that  either  complement  each  other  or  are  close  substitutes. 

The  program  elements  are  logically  considered  together  in  relation  to  the  common  mission  they 
are  designed  to  serve.  Each  program  has,  as  a  part  of  its  make-up,  forces,  manpower  and 
costs.  Costs  are  classified  as  either  development,  investment,  or  operation. 


3.  PROGRAMS.  There  are  currently  10  force-related  and  support-related  programs.  Table 
A-1  depicts  the  number  of  program  elements  in  each  program  for  DOD  components  as  of  2  June 
1969.  Table  A-2  displays  examples  of  the  various  program  elements. 


a.  Program  I— Strategic  Forces.  This  program  consists  of  three  major  subdivisions; 
Strategic  Offensive,  Strategic  Defensive,  and  CiWl  Defense.  They  include  command  organiza¬ 
tions  associated  with  these  forces. 

b.  Program  H—General  Purpose  Forces.  This  program  consists  of  force-oriented 
program  elements  other  than  those  in  Program  I,  including  the  command  organizations  asso¬ 
ciated  with  these  forces,  the  logistics  organizations  organic  to  these  forces,  and  the  related 
logistics  and  support  units  which  are  deployed  or  deployable  as  constituent  parts  of  military  or 
naval  forces  and  field  organizations. 


c.  Program  III— Intelligence  and  Communications.  This  program  consists  of  missions 
and  activities  directly  related  to  combat  forces  listed  In  programs  I  or  II  on  which  independent 
decisions  can  be  made.  It  includes  resources  primarily  for  national  or  centrally  directed  DOD 
objectives  for  intelligence  and  security;  communications;  and  specialized  missions  such  as 
weather  service,  aerospace  rescue  and  recovery,  and  oceanography. 

d.  Program  IV— Airlift  and  Sealift.  This  program  consists  of  airlift,  sealift,  and  other 
transportation  organizations  both  industrially  funded  (IF)  and  nonindustrially  funded  (NJF).  It 
includes  command,  logistic,  and  support  units  organic  to  these  oiganizatloiis. 


A 

^Department  of  Defense  Instruction  7045.7,  Review  and  Approval  of  Changes  to  the  Five-Year  Defense  Pro¬ 
gram,  22  December  1967. 

*^Department  of  Defense,  Program  Structuro  Handixxjk  7045.  7-11.  2  June  19C9. 
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e.  Program  V— Guard  and  Reserve  Forces.  This  program  consists  of  National  Guard 
and  Reserve  training  units  organic  to  these  organizations. 

f.  Program  VI— Research  and  Deveiopment  (R&D).  This  program  consists  of  ali  R&D 
actinties  that  are  not  related  to  items  approved  for  procurement  and  deployment.  The  R&D 
costs  related  to  operational  systems  will  appear  in  appropriate  elements  in  programs  to  which 
the  weapon  or  support  system  may  be  identified. 

g.  Program  VJI— Central  Supply  and  Maintenance.  This  program  consists  of  supply  and 
maintenance  that  is  not  organic  to  other  program  elements.  It  includes  nondeployable  supply 
depots  and  maintenance  depots,  both  industrially  funded  and  nonindustrially  funded. 

h.  Program  VIII— Training,  Medical,  and  Other  General  Personnel  Activities.  This 
program  consists  of  training,  medical,  and  other  activities  associated  with  personnel,  ft  ex¬ 
cludes  training  specifically  identified  with  another  program  element,  and  also  excludes  housing, 
subsistence,  medical,  recreational,  and  similar  costs  that  are  organic  to  another  program 
element  such  as  base  oper.ations. 

1.  Program  DC— Administrative  and  Associated  Activities.  This  program  consists  of 
resources  for  the  administrative  support  of  departmental  and  major  administrative  headquaiters, 
field  commands,  administrative  activities  (not  elsewhere  accounted  for),  construction  support 
activities,  and  miscellaneous  activities. 

j.  Program  0— Support  of  Other  Nations.  This  program  consists  of  elements  identified 
with  the  Military  Assistance  Program  (MAP)  and  Agency  for  International  Development  (AID) 
Programs  and  those  resources  assigned  to  elements  related  to  or  supporting  the  MAP. 

4.  PROGRAM  ELEMENTS.  Program  elements  are  the  basic  building  blocks  on  the  decision¬ 
making  level  of  the  programming  process.  A  program  element  is  defined  as  an  integrated  force 
or  activity— a  combination  of  men,  equipment,  and  facilities  whose  effectiveness  can  be  directly 
related  to  national  security  objectives.  For  example,  the  B-52  together  with  all  of  the  supplies, 
bases,  weapons,  and  manpower  needed  to  make  it  effective  militarily,  is  such  a  program  ele¬ 
ment.  Program  elements  of  the  missile  forces  can  be  broken  down  into  land-based  such  as 
ATLAS,  TITAN,  and  MINUTEMAN  or  sea-based  POLARIS  and  REGULUS  missile  systems.  ^ 

The  number  of  program  elements  within  each  separate  program  continually  change.  Those  in 
effect,  as  depicted  in  DOD  Program  Structure  Handbook  7045. 7-H,  revised  2  June  1969,  are 
shown  in  Table  A-1. 


5.  FfVE-YEAR  DEFENSE  PROGRAM  CHANGES.  The  FYDP  change  proposals  may  be  orig¬ 
inated  by  the  Secretary  of  Defense,  Deputy  Secretary  of  Defense,  Secretaries  of  the  military 
departments.  Chairman  of  the  Joint  Chiefs  of  Staff,  Director  of  Defense  Research  and  Engi¬ 
neering,  Assistant  Secretaries  of  Defense,  Assistants  to  the  Secretary  of  Defense,  and  Direc¬ 
tors  of  Defense  Agencies.  The  specific  publication  or  update  of  the  FYDP,  as  indicated  by  the 
annual  calendar  memorandum,  will  be  the  base  for  the  submission  of  proposed  program 
changes.^  Department  of  Defense  components  wiii  process  program  ^ta  changes  to  their 
FYDP  data  files  as  frequently  as  necessary  during  any  30-day  period  to  ensure  processing  of 
data  to  OSD  on  a  monthly  basis.  The  FYDP  continuous  update  is  depicted  in  Hgure  A-1. 

The  two  basic  key  decision  instruments  that  provide  authority  to  change  the  FYDP  through  CY  69 
are  the  Program  Change  Decision  (PCD)  and  the  Program/Budget  decision  (P/BD).  (See  Chapter 
vni  for  FYDP  changes  effective  on  1  January  1970. )  The  PCD  primarily  responds  to  Program 


^U.  .S.  Air  Force.  Institute  of  Technology  (AU)  ALM-1609-11,  Organization  snd  Logistics  Systems  of  the 
Dot^rtment  of  Defense.  I  January  1968.  pp.  41-43. 

^Department  of  Dofensn  Instruction  7045. 7,  Review  and  Approval  of  Changes  to  the  Flve-Yesr  Defense 
Program,  22  December  1967.  p.  5. 

^^Dep-irtment  of  Defense  Instruction  7045.  8,  Procedures  for  Updating  Program  Data  in  Flv»vYear 
Defense  Program  (FYDP).  23  May  1968. 
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NUMBER  OF  DOD  PROGRAM  ELEMENTS 
PROGRAM  TITLE  PROGRAM  ELEMENT 


ARMY 

NAVY 

MARINE 

CORPS 

AIR 

FORCE 

MIXED 

OTHER 

DOD 

TOTAL 

1.  strategic  Forces 

9 

12 

0 

49 

11 

14 

95 

11.  Generai  Purpose  Forces 

81 

135 

34 

39 

8 

0 

297 

III.  Intelligence  &  Communications 

5 

3 

0 

16 

27 

10 

61 

IV.  Airlift  &  Sealift  Forces 

4 

15 

0 

24 

11 

C 

54 

V.  Guard  t  Reserve  Forces 

34 

30 

8 

57 

0 

0 

129 

VI.  Research  &  Development 

135 

185 

7 

178 

0 

15 

520 

VII.  Central  Supply  &  Maintenance 

4 

12 

0 

4 

18 

3 

41 

VIll.  Training,  Medical,  and  Other 

General  Personnel  Activities 

4 

0 

0 

1 

23 

1 

29 

IX.  Administration  &  Associated  Activities 

0 

0 

0 

0 

14 

4 

18 

0.  Military  Assistance 

0 

0 

0 

0 

6 

1 

7 

276 

392 

49 

368 

118 

48 

1251 

Source:  Department  of  Defense  Program  Structure  Handbook  (7045.  7-H).  Revised  2  June  1969. 

Change  Requests  (PCRs)  and  the  P/BD  to  program/budget  submissions.  Changes  may  also  be 
made  to  the  FYDP  on  the  approval  of  the  heads  of  the  DOD  components  if  thsy  are; 


a.  Below  Threshold  Changes  (BTCs)  that  do  not  require  DOD  approval.  These  could  be 
FYDP  manpower  adjustments  resulting  from  changes  In  bases  and  units  data  or  from  intracom¬ 
mand  redistribution  of  resources. 

b.  Below  Threshold  Reprogramming  Changes  that  are  transfers  within  prior-  or  current- 
year  approved  funds  of  a  magnitude  or  character  not  requiring  OFjD  or  congressional  committee 
approval.  They  arise  from  numerous  adjustments  as  financial  plans  or  operating  budgets  are 
revised  or  executed.  Criteria  for  submission  of  PCRs  and  issuance  of  PCDs  are  further  ex¬ 
plained  In  Chapter  VI.  Further  details  on  P/BDs  are  contained  in  Chapter  Vn. 


^^Department  of  the  Air  Force,  Headquarters  Operating  Instructions  27-1,  DOD 
8  August  1968,  p.  8-1. 


Programme  System. 
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IV.  DRAFT  PRESIDENTIAL  MEMORANDUMS,  MAJOR  PROGRAM 
MEMORANDUMS,  AND  DEFENSE  GUIDANCE  MEMORANDUMS 


1.  MEMORANDUM  SCHFniTT.F.  A  schedule  for  the  Secretary  of  Defense  issuance  of  memo¬ 
randums  concerning  major  issues  reiatingto  forces  and  policies  is  published  early  in  the  calen¬ 
dar  year.  The  CY  69  memorandum  schedule  update,  dated  22  April  1969,  incorporated  several 
changes  In  the  Department  of  Defense  (DOD)  Planning/Programming/Budgeting  System.  One  of 
these  changes  was  the  realignment  of  memorandums  under  three  basic  types.  These  are  Draft 
Presidential  Memorandums  (DPMs),  Major  Program  Memorandums  (MPMs),  and  Defense 
Guidance  Memorandums  (DGMs).  ^2  Formerly  memorandums  were  broken  out  into  only  Draft 
Presidential  Memorandums  and  Defense  Guidance  Memorandums. 

2.  DRAFT  PRESIDENTIAL  MEMORANDUMS.  The  DPMs  are  memorandums  from  the  Secre¬ 
tary  of  Defense  to  the  President  containing  recommendations  on  major  issues  relating  to  forces, 
together  with  rationale  for  these  recommendations.  They  are  draft  in  the  sense  that  they  re¬ 
flect  tentative  decisions  and  may  be  subject  to  modification  during  the  period  in  which  the  frame¬ 
work  for  a  given  fiscal  year’s  budget  is  being  designed.  The  President  can  accept  or  reject  the 
analyses,  decisions,  and  budget  recommendations  implicit  in  them.  The  three  DPMs  in  the 

CY  69  scheduie  are  those  on  General  Purpose  Forces,  Strategic  Forces,  and  Theater  Nuclear 
Forces. 

3.  MAJOR  PROGRAM  MEM0RA:T>UMS.  The  MPMs  are  supporting  and  subordinate  to  DPM: 
Each  MPM  addresses  a  group  of  related  forces  or  functional  elements  that  are  required  for 
support  of  forces  Indicated  in  the  DPMs.  Thus,  DPMs  and  MPMs  serve  as  vehicles  by  which 
the  Secretary  of  Defense  can  weight  the  costs  and  benefits  of  and  decide  on  changes  proposed  to 
the  currently  approved  FYDP.  Seven  MPMs  are  In  the  CY  69  schedule.  They  consist  of  Land 
Forces,  Tactical  Air  Forces,  Naval  Forces,  Amphibious  Ship  Forces,  Mobility  Forces,  Man¬ 
power,  and  Research  and  Development.  Issues  tuidressed  DPMs  and  MPMs  are  those  that  have 
a  direct  force  Impact.  Examples  of  these  are  decisions  to  add  or  subtract  numbers  of  units,  to 
increase  or  decrease  procurement  levels  of  high  cost  equipment  items,  or  to  start,  kill,  or 
delay  production  of  a  new  weapon  system. 

4.  DEFENSE  GUIDANCE  MEMCyANDUMS.  The  DGMs,  by  contrast  to  DPMs  and  MPMs, 
have  only  indirect  for^impacts.^’  They  cover  problems,  other  than  the.  main  force  issues, 
which  require  a  comprehensive  analysis  and  review.  Their  main  purpose  is  to  establish  pro¬ 
curement  objectives  for  materiel  support  from  the  approved  forces,  including  forces  deployed 
in  SE  Asia.  The  two  DGMs  In  the  CY  69  schedule  are  Logistics  and  Nuclear  Stockpile  and 
Materlels. 

5.  PROCEDURES.  Upon  receipt  and  analysis  of  the  JSOP  from  the  Joint  Chiefs  of  Staff,  the 
"For  Comment"  DPMs,  MPMs,  and  DGMs,  by  which  the  Secretary  of  Defense  announces  his 
tentative  guidance  on  an  Issue  or  group  of  Issues,  are  prepared.  The  DPMs  and  MPMs  include 
a  Resource  Annex  to  help  relate  the  prc^ram  guidance  to  the  FYDP  structure.  This  Resource 
Annex  was  effective  with  the  CY  69  guidance.  The  Joint  Chiefs  of  Staff  and  Departmental  re¬ 
sponses  are  required  for  the  "For  Comment"  memorandums.  These  responses  are  in  two 


^^Secretary  of  Defense  Memorandum,  subject:  CY  69  Procedures  and  Schedule  for  Draft  Presidential 
Memorandums  (DPMs),  Major  Program  Memorandums  (MPMs),  and  Defense  Guidance  Memorandums 
(DGMs).  30  April  1969. 

® Armed  Forces  Journal ,  Decisions  Have  To  Be  Made  Now,  While  Congrers  Still  Debates  How  Much  to 
Spend  In  FY  70.  by  the  Journal  Staff,  28  Judo  1969,  p.  28. 

^^Ibld. ,  pp-28-29. 
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forms:  narrative  comments  and  Program  Change  Requests  (PCRs).  Responses  are  due  to  OSD 
within  30  calendar  days  after  issue  of  the  "For  Comment"  DPM,  MPM,  or  DGM,  Narrative 
comments  wiii  descril»  in  detail  the  Services  position  on  each  issue.  The  PCRs  are  required 
for  each  change  in  the  FYDPcovered  in  a  specific  DPM  or  MPM.  The  DPM  or  MPM  transmittal 
letters  will  identify  the  force  related  PCRs  to  be  submitted.  After  0.‘JD  has  reviewed  the  Joint 
Chiefs  of  Staff  and  Departmental  comments  and  related  PCRs  submitted  as  a  result  of  the  "For 
Comment"  DPMs,  MPMs,  andDGMs,  "Tentative  Reeord  of  Decision"  DPMs,  MPMs,  and  DGMs 
are  published  by  OSD.  "Tentative  Record  of  Decision"  DPMs  and  MPMs  are  supplemented  by 
Program  Change  Decisions  (PCDs).  The  PCDs  are  necessary  because  DPMs  and  MPMs  do  not 
provide  sufficient  details  for  entry  into  the  FYDP.  Criteria  for  submission  of  PCRs  and 
issuance  of  PCDs  are  further  explained  in  Chapter  VI. 


*'^Sccretary  of  Defense  Memorandum,  subject:  Inferlm  Operating  Procedure  (TOP)  Number  1— Processing 
of  Program  Ouingc  ltcqueste<l  (PCKs)  anti  Prognim  Change  Decisions  (PCDs),  21  June  1969. 


A-14 


V.  research  and  development  programs  and  development 


CONCEPT  papers 


1.  GENERAL.  ';he  annual  Research  and  Development  (R&D)  program  and  budget  review  cycle 
runs  somewhat  parallel  with  the  overall  Department  ot  Defense  (DOD)  program  and  budget  review 
cycle,  but  certain  procedural  differences  do  exist.  This  chapter  outlines  the  procedures  for  the 
R&D  programming  and  budgeting  system  in  the  Department  of  Defense  (EKDD).  Instructions  con¬ 
cerning  the  R&D  program  are  included  in  the  annual  calender  memorandum  from  the  Secretary 
of  Defense.  Instriictlons  in  the  CY  69  memorandum  included: 

a.  Submission  date  for  the  Joint  Research  and  Development  Objectives  Document  (JRDOD) 

b.  Submission  date  for  R&D  program  proposals  and  apportion?ient  review  submission 

c.  Submission  date  for  budget  estimates 

d.  Date  the  "For  Comment"  MPM  and  R&D  will  be  issued. 


The  Office  of  Director  of  Defense  flesearch  and  Engineering  (ODDR&E)  supplements  this  annual 
schedule  with  detailed  Instructions  for  the  annual  program  bucket  review. 


2.  JOINT  RESEARCH  AND  DEVELOPMENT 


The  Joint  Research 


and  Development  Objectives  Document  (JRDOD)  Is  developed  annually  by  the  Joint  Chiefs  of  Staff. 
It  is  published  concurrently  with  the  JSOP  and  submitted  to  the  Secretary  of  Defense.  The 
JRDOD  provides  R&D  objectives  responsive  to  the  strategy  and  force  rcommendations  in  the 
JSOP,  as  well  as  long-range  and  technological  objectives  for  capabilities  expected  to  be  needed 
in  the  10-  to  20-year  period.  Indicators  of  relative  military  importance  and  appropriate  ra¬ 
tionale  are  Included  to  assist  in  developing  the  DOD  R&D  program  and  in  the  preparation  of 
Development  Concept  Papers  (DCPs). 


3.  DEVELOPMENT  CONCEPT  PAPERS.  The  DCPs  are  summary  management  documents  to 
the  Secretary  of  Defense  for  his  decisions  on  important  development  and  engineering  modification 
programs.  The  document  serves  as  the  vehicle  for  these  decisions  and  as  a  source  of  primary 
information  and  rationale.  The  ODDR&E  is  the  responsible  office  within  C^D  for  the  procedural 
implementation  and  preparation  of  DCPs.  They  are  accomplished  with  the  assistance  and  coordi¬ 
nation  of  other  OSD  offices  and  the  Services,  as  appropriate. 


a.  The  DCPs  are  submitted  on  development  programs  that  are  classified  as  Important 
and  ordinarily  are  submitted  for  new  development  programs  and  major  modifications  of  existing 
programs.  A  development  program  may  be  considered  as  important  If  it  falls  within  one  of  the 
following  three  classes: 


(1)  High  Priority.  Criteria  established  by  DOD  Instruction  S-4410.  3,  Policies  and 
Procedures  for  Implementing  Approval  of  National  and  Military  Urgency  Determinations. 


(2)  Costly.  Is  estimated  to  require  total  cumulative  R&D  financing  in  the  current 
year,  budget  year,  and  subsequent  2  fiscal  years  In  excess  of  $25  million;  or  to  require  a  total 
production  Investment  In  excess  of  $100  million  and  involves  at  least  $5  million  in  R&D  effort. 
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(3)  Otherwise  Important.  Is  deemed  by  the  Secretary  of  Defense  to  be  important 
because  it  has  one  or  more  of  the  following  characteristics: 

(a)  Has  a  significant  effect  on  the  nation's  defense  posture 

(b)  Is  being  conducted  on  a  substantially  concurrent  development  and  produc¬ 
tion  basis,  particularly  when  significant  technical  problems  are  anticipated 

(c)  Involves  unusual  organizational  complexity  or  technological  advai. cement 

(d)  Presents  unusual  difficulties  that  need  erpeditious  handling  to  satisfy  an 
urgent  requirement. 

b.  The  DCPs  are  also  used  to  gain  the  Secretary  of  Defense  approval  to  continue  on  de¬ 
velopment  programs  at  critical  decision  points.  In  these  cases,  DCPs  will  be  updated  to  reflect 
Information  or  considerations  not  previously  covered  in  the  original  or  prior  submission.  The 
DCP  procedure  contains  pre-established  decision  thresholds  that,  when  breached,  automatically 
call  for  a  DCP  to  bo  submitted  to  the  Secretary  of  Defense.  At  that  time,  the  Secretary  may  re¬ 
vise  his  prior  deebuon  and  cancel,  or  alter  the  direction  or  pace  of  the  program. 

c.  The  DCPs  are  forwarded  to  the  Services  after  the  Secretary  of  Defense  expresses 
his  decisions  on  the  initiation  of  or  changes  to  them.  TheDCP  transmittal  letters  Identify  the 
need  for  PCR  action.  Where  PCUs  are  required  they  are  submitted  within  30  days  by  the  Serv¬ 
ices,  subsequent  PCDs  are  published  by  OSD,  and  the  Services  update  the  FYDP. 

4.  PROGRAM  AND  BUDGET  REVIEW.  Consolidated  R&D  Program  proposals  for  FY  71, 
other  than  those  related  to  DCPs,  are  submitted  as  Indicated  In  the  annual  calendar  schedule, 
along  with  the  FY  70  apportionment  review  submissions.  Annually  In  July,  a  consolidated  pro¬ 
gram  and  budget  review  of  the  R&D  Program  is  conducted.  The  results  of  this  annual  review 
are  Incorporated  Into  the  MPM  and  R&D,  which  then  becomes  the  basis  for  approval  by  the 
Secretary  of  Defense  of  a  PCD.  The  MPM  gives  guidance  and  reflects  tentative  decisions  onthe 
Services  Consolidated  R&D  FYDP.  The  response  to  thi^/ MPM  does  not  require  PCRs.  The 
Ser/ices'  annual  budget  estimates,  submitted  in  October,  Include  the  R&D  Program.  (See 
Chapter  VU. )  The  R&D  budget  estimate  is  a  reiteration  of  the  tentative  decisions  contained  In 
the  initial  R&D  MPM  plus  an  addendum  for  Issues  that  have  been  the  subject  of  Service  reclames 
and  remain  unsolved, 


i^’U.  S.  .Navy  Prugr.immlng  Manual,  Navy  Programming  .Manual  COPNAV  90P-1C.  15  February  1969. 

^ '  Doivartmonl  of  I>efcnac  inalnivtlon  7(M5.7,  Heview  and  Approval  of  Changea  to  the  Fivfr-Year  Defense 
Prognim.  22  IK'combor  1967,  p.  4. 

*''lX*par.mont  of  the  Air  Forte,  (leadcpiartcni.  Operating  Instructlona  27-1,  POD  Pro;(rammlng  Syatom. 
•*  .•Nugu.'st.  p.  7-2. 
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VI.  PROGRAM  CHANGE  REQUESTS  ANl)  PROGRAM  CHANGE  DECISIONS 


1.  GENERAL.  A  Program  Change  Request  (PCK)  is  a  proposal  in  required  format  for  changes 
to  the  approved  date  in  the-Five  Year  Defense  Program  (FYDP).  A  Program  Change  Decision 
(PCD)  is  a  Secretary  of  Defense  decision,  ii  prescribed  for.-uai,  authorizing  changes  to  the  FYDP. 
The  PCD  is  used  prin.ariiy  by  the  Secretary  of  Defense  to  respond  to  PCRs.  It  is  further  speci¬ 
fied  as  a  decision  ins.rument  for  the  annual  ,R&D  Program  ano  budget  review  and  is  also  used  by 
OSD  in  other  varied  instances  without  prior  I'CR  submission. 

2.  PROGRAM  CHANGE  REQUEST  CRITERIA.  The  PCRs  are  submitted  by  DOD  components 
when  the  proposed  changes  meet  any  of  the  conditions  listed  below: 

a.  Force  Changes— Changes  in  FYDP  controlled  forces. 

b.  Manpower  Authorizations— Increase  to  FYDP  end-year  ceilings  of  100  or  more. 

c.  Issues— Proposals  for  FYDI’  change  in  initial  DPM,  MPM,  DGM,  or  for  decisions 
expressed  irs  DCPs.  (For  R&D,  aiso  see  paragraph  4  of  Chapter  V. ) 

d.  Functional  Transfers— Any  transfer  that  involves  a  change  in  the  Total  Obiigationai 
Authority  (fOA)  stated  bn  the  FYDP. 

e.  Policy  Change— Any  change  with  significant  effort  on  resources  as  stated  in  the  FYDP. 

f.  Fact-of-Life  Changes— Any  uncontrollable  change,  such  as  production  schedule 
slippage,  operational  accidents,  or  combat  attrition,  that  itauses  force,  manpower,  or  TOA 
changes  from  the  FYDP. 

g.  Total  Obiigationai  Authority  (TOA)— Any  increase  to  a  FYDP  annuai  cost  category, 
unless  exception  has  been  authorized. 

h.  Procurement  Changes— Adoitional  ships,  aircraft,  misslies  or  new  procurement  items 
(beyond  current  year). 

i.  Military  Assistance  Program— FYDP  change  of  5  percent  or  1  million  dollars/year/ 
country. 

j.  Reprogramming  Actions— Clianges  are  processed  for  current  or  p.*ior  fiscal  year 
with  a  PCR  that  is  used  as  a  transmittal  document  for  Financial  Reprogramming  Actlor.s  (DD 
Form  1415). 

k.  Confirmation  Changes— Changes  to  FYDP  that  result  from  Secretary  of  Defense  de¬ 
cisions  oUter  then  PCDs  and  PBDs  and  not  based  on  PCRs. 

l.  Program  Elements— Changes  to  program  element  codes,  titles,  and  definitions. 

Proposed  resource  changes  not  covered  by  these  criteria  are  included  in  the  annual  Ixjdget  sub-' 
mission  of  the  DOD  component  in  accordance  with  the  guidance  proscribed  b>  the  Assistant  Secre¬ 
tary  of  Defense  (Comptroller)  for  the  submission  of  a  particular  budget  estimate.  i9 


^^Dopartment  of  Defense  Instruction  7045. 7.  Itevlew  and  Approval  of  Ch*mge«  to  the  Five- Year  Defense 
Prog  nun.  22  December  19G7.  pp.  6-S. 
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3.  PCR  USE  WITH  PPM  OR  MPM.  Narrative  comments,  describing  in  detail  the  Service 
position  on  each  issue,  and  PCRs  are  required  lor  each  change  to  the  FYDP  covered  in  a  specific 
"For  Coii’.nient"  DPM  or  MPM.  This  PCR,  known  as  the  implementing  PCR,  shows  in  definite 
terms  the  resource  implications  of  the  tentative  OSD  guidance.  If  the  Service  position,  agrees 
with  the  "For  Comment"  DPM  or  MPM  guidance,  then  this  is  the  only  PCR  submitted  on  that 
issue.  If  the  Service  position,  differs  substantially  from  the  tentative  OSD  guidance,  another 
PCR,  known  as  the  reclama  PCR,  is  prepared  and  submitted  simultarieously  to  reflect  the  re¬ 
source  implicatiosis  of  the  Service  reclama  position.  The  reclama  PCR  resource  implications 
do  not  need  to  be  stated  in  the  same  detail  as  implementing  PCRs.  Department  of  Defense  In¬ 
struction  7045. 7,  dated  22  Deceroter  1967,  permits  the  use  of  computer  cost  model  data  and 
cost  factors  in  descritang  the  Service's  alternate  proposal.  If  the  DPM  or  MPM  position  or  the 
alternate  Service  position  Is  the  same  as  the  current  approved  program  in  the  FYT>P,  a  PCR 
is  not  required.  If  the  DPM  or  MPM  position  is  the  same  as  that  in  the  FYDP,  an  implementing 
PCR  is  not  needed  because  the  resource  implications  of  such  position  is  already  reflected  in  the 
approved  program.  If  the  alternative  Service  position  Is  the  same  as  the  current  program,  a 
reclama  PCR  is  not  needed  because  the  narrative  comments  adequately  explain  the  Service 
position  and  the  resource  implications  of  this  position  is  already  known.  Similarly,  if  the 
Service  reclama  position  is  Identical  with  that  priced  in  the  JSOP,  additional  pricing  is  not 
necessary.  The  narrative  comments  refer  to  the  JSOP  pricing.  20 


^Ooepartment  of  the  Air  Force  Headquarters  Operating  Inatructlona  27-1.  POD  Programming  System. 
H  August  1368.  p.  3-2. 


Vn.  BUDGET  GUIDANCE  MEMORANDUM,  PROGRAM/BUDGET 
REVIEW,  CONGRESSIONAL  ACTION,  AND  APPORTIONMENT 


1.  general.  Instructions  concerning  Prograni/Budget  Reviews  are  contained  in  the  Secre¬ 
tary  of  Defense  annual  calendar  memorandum.  Specific  dates  are  included  for  the  issuance  of 
the  guidance  for  the  preparation  of  budget  estimates,  meetings  between  the  Secretary  of  Defense 
and  the  Service  Secretaries  to  discuss  major  force  issues,  and  the  submission  of  budget  esti¬ 
mates. 


2.  BUDGET  GUIDANCE  MEMORANDUM.  The  Budget  Guidance  Memorandum  is  normally 
published  in  the  June-July  time  frame.  The  Budget  Guidance  varies  somewhat  each  year,  but 
in  general  specifies: 

a.  Date  budget  estimates  will  be  submitted  by  the  Services; 

b.  That  the  budget  estimate  will  reflect  the  approved  FYDP  as  modified  by  PCDs.  In 
the  event  PCDs  have  not  been  issued  on  major  program  changes,  the  guidance  usually  specifies 
that  positions  contained  in  the  DPMs,  MPMs,  and  DCPs  will  be  maintained; 

c.  Program  assumptions  not  otherwise  specified; 

d.  Factors  to  be  used  in  military  personnel  pricing  in  other  areas; 

e.  How  departmental  requests  not  yet  decided  or  submitted  would  be  treated; 

f.  Guidance  as  to  levels  of  activity. 

3.  BUDGET  ANALYSIS  PERIOD.  Budgets  submitted  by  the  Services  on  1  October  are  pre¬ 
pared  to  conform  with  the  budget  year  in  the  FYDP.  Where  requirements  proposed  by  the 
Services  differed  from  or  had  not  been  included  in  the  FYDP,  they  were  normally  submitted  as 
an  addendum  to  the  budget.  However,  the  Services  were  provided  a  bogey  by  the  Secretary  of 
Defense  for  the  FY  71  budget  submission.  The  FY  71  budget,  submitted  on  1  October  1969,  was 
prepared  by  the  Services  to  conform  with  the  FY  71  program  in  the  FYDP  and  within  the  total 
bogey  recommended.  Requirements  for  the  FY  71  bucket  that  were  not  Included  in  the  FYDP 
were  covered  by  Service  Secretarial  Letters  that  transmitted  the  budgets  to  OSD.  Thus  the 
bucket  submission  is  the  culmination  of  the  planning/programming/budget  preparation  period, 
which  required  the  first  9  months  of  the  year.  (See  Figure  A-1. )  The  period  of  October  through 
December  each  year  is  often  referred  to  as  the  bucket  analysis  period. 

a.  To  save  time,  Bureau  of  Bucket  (BOB)  representatives  participate  in  OSD  reviews. 

(It  should  be  noted  that  although  BOB  representatives  are  active  in  OSD  reviews,  the  ultimate 
decisions  are  those  of  OSD.  Final  Secretary  of  Defense  decisions  are  forwarded  to  BOB,  which 
takes  another  look  and  prepa.res  recommendations  to  the  President.  The  BOB  was  the  authority 
to  amend  amounts  before  the  budget  estimate  is  forwarded  to  the  President  for  review.  )21  During 
this  period  the  budget  estimates  are  separated  into  packages,  each  of  which  are  analyzed  and 
presented  to  the  Secretary  of  Defense  for  decision.  These  decisions  are  then  returned  to  the 
Services  on  a  dally  basis  in  the  form  of  Program/Budget  Decisions  (P/BDs). 


^^Dopartment  of  the  Air  Force  (Comptroller)  Unnumbered  Pamphlet,  The  Air  Force  Dudget,  20  Marcli  1DG9, 
p.  34. 
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The  P,  BDs  S})ell  out  the  action  taken  OSD  during  its  review  of  the  budget.  They 
identify  six.‘cific  items  and  the  dollar  amounts  associated  with  them.  Services  have  5  days  In 
which  to  reclama  the  P  BD.  If  no  reclama  is  submitted,  the  P/BD  is  final.  If  a  reclama  is  sub¬ 
mitted  with  additional  information  or  justification,  OSD  will  then  issue  a  revised  P/BD  to  reflect 
action  on  the  reclama,  i.  e. ,  total  or  partial  approval  of  the  reclama,  or  denial.  The  FYDP  is 
then  updated  from  the  P  BDs. 

c.  After  the  DOD  budget  has  been  approved  ijy  the  President,  it  then  becomes  a  part  of 
the  President’s  budget,  which  he  presents  to  Congress  in  January.  A  budget  enters  its  second 
year  of  processing  at  this  point.  It  has  taken  i2  months  to  move  through  the  Departments  and 
OSD  and  liecome  an  approved  budget  estimate.  In  January  the  cycle  begins  again  for  the  following 
fiscal  year.  (See  Figure  A-i.) 

4.  CONGRESS.  Congress  is  the  only  body  which  can  authorize  an  agency  to  obligate  funds  for 
the  United  States  Government.  The  Administration  tells  the  Congress  in  the  form  of  the  Presi¬ 
dent's  budget  how  much  obligational  authority  is  need  and  for  what.  Congress  now  has  the  re¬ 
sponsibility  of  examining  the  bucket  and  validating  the  requirements.  The  budget  is  first  passed 
to  the  House  of  Representatives  where  it  is  referred  to  the  Committee  on  Appropriations,  Armed 
Services  Committee,  and  various  subcommittees.  Hearings  are  held  with  the  Secretary  of  De¬ 
fense,  Assistant  Secretaries  of  Defense,  civilian  heads,  and  chiefs  of  each  of  the  military  depart¬ 
ments.  During  this  period  the  Services  arc  busy  preparing  material  for  the  witnesses,  as  ques¬ 
tions  raised  during  the  hearings  require  immediate  answers.  Upon  completion  of  the  hearings, 
an  Appropriation  Bill  is  drafted  by  the  subcommittees  and  presented  for  consideration  to  the  full 
Committee  on  Appropriations.  The  Bill  is  then  presented  to  the  House  of  Representatives  for 
debate.  It  is  accompanied  by  a  report  which  explains  decisions  by  the  subcommittee  which 
effected  the  bill,  l.e. ,  deletions  or  additions  to  the  Service  estimates  or  specific  limitations 
that  the  Appropriations  Committee  considers  necessary.  The  Bill  could  be  amended  on  the  floor 
of  the  House  before  it  is  passed.  The  Senate  then  receives  the  Appropriation  Bill  passed  by  the 
House  of  Representatives.  Approximately  the  same  schedule  of  events  take  place  in  the  Senate 
as  occurred  in  the  House  of  Representatives;  but  it  is  less  lime  consuming,  since  the  Senate  has 
the  transcript  of  the  hearings  held  by  the  House  Committees.  Senate  action  is  consummated  by 
passage  of  a  Senate  Appropriation  Bill,  which  usually  differs  in  varying  degrees  from  the  House 
Bill.  The  Senate  version  or  amendments  to  the  Appropriation  Bill  are  then  referred  back  to  the 
House.  If  the  House  disagrees  with  any  of  the  Senates'  amendments,  this  difference  is  recon¬ 
ciled  by  means  of  conference  action.  In  this  process  the  Senate  anr^  House  appoint  several 
members  to  a  Committee  of  Conference,  whose  function  is  it  to  reconcile  the  two  versions  of 

the  Bill  so  that  a  single  Bill  can  be  recommended  which  will  gain  the  approval  of  both  Houses  of 
Congress.  Adoption  of  the  Conference  Report  by  both  Houses  results  in  passage  of  the  Appropri¬ 
ation  Bill.  The  Appropriation  Bill  is  then  forwarded  to  the  President  for  his  action.  Normally 
he  signs  it  Into  law.  It  should  be  emphasized  here  that  a  precise  schedule  is  made  up  for  the 
actions  of  the  various  agencies  and  levels  within  the  executive  branch  of  the  Government  so  that 
the  President  may  submit  his  budget  request  to  Congress  in  conformance  with  the  law  in  January 
of  each  year.  However,  there  Is  no  specific  time  schedule  prescribed  by  law  within  which  the 
Congress  must  act.  If  those  years  in  which  there  are  contentious  items,  the  reviews  and  debates 
may  delay  passage  of  the  act  for  some  time  after  the  commencement  of  the  budget  year  for  which 
the  act  appropriates  funds.  (See  Table  A-3  for  dates  the  DOD  Appropriation  Bills  were  approved 
by  Congress  and  enacted  by  the  President. )  Temporary  binding  bills  are  passed  by  Congress  to 
permit  continued  operations.  These  resolutions  provide  for  operation  at  the  same  rates  and  are 
constrained  by  the  same  provisions  as  existed  during  the  previous  fiscal  year  and  are  for  a  stip¬ 
ulated  period. 

5.  APPORTIONMENT  Appwrlionment  Is  the  distribution  of  monies  ^propriated  by  Congress 
in  the  Appropriation  Act  and  signed  into  law  by  the  President.  .-Apportionment  is  another  rs- 
spunsibillty  of  the  DOB.  During  the  month  of  May  the  Services  submit  an  apportionment  request 
to  OSD  with  supporting  background  similar  to  that  utilized  in  the  submission  of  budget  estimates. 
This  reflects  any  changes  that  have  occurred  since  the  budget  estimate  submission.  Adjusted 
requests  are  transmitted  to  the  BOB  by  the  Assistant  Secretary  of  Defense  (Comptroller).  Ap¬ 
proved  appe-rtionMents  come  back  to  the  Services  through  OSD.  It  is  at  this  time  that  the  Secre- 
taiy  of  Defense  exercises  his  key  legislative  authority,  as  expressed  in  Title  IV  of  the  National 
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Security  Act,  to  approve  obligation  rates.  The  Assistant  Secretary  of  Defense  (Comptroller) 
issues  operating  t^dgets  covering  the  oj^rations  appropriations  and  maintains  item  control  in 
the  procurement  area  by  means  of  an  "approved/deferred  list,"  and  in  the  research  and  develop¬ 
ment  area  by  means  of  a  "research,  development,  test  and  evaluation  program/fund  authoriza¬ 
tion.  "  Specific  construction  projects  must  be  approved  by  the  Assistant  Secretary  of  Defense 
(Installations  and  Logistics),  and  approved  for  financing  them  is  given  by  the  Assistant  Secretary 
of  Defense  (Comptroller).  2* 


TABLE  A-3 

APPROPRIATION  ACT  APPROVAL 
FY  60  THRU  FY  69 


IX)D 

APPROPRIATION 

ACTS 

DATE  APPROVED 

BY 

CONGRESS 

DATE  ENACTP:D 
(signed  by 
President) 

1969 

12  October  1968 

17  October  1968 

1963 

13  S^tember  1967 

27  September  1967 

1967 

11  October  1966 

15  October  1966 

1966 

21  September  1965 

29  September  1965 

1965 

4  August  1964 

19  August  1964 

1964 

8  October  1963 

17  October  1963 

1963 

1  August  1962 

9  August  1962 

1962 

11  August  1961 

17  August  1961 

1961 

30  June  1960 

7  July  1960 

1960 

4  August  1953 

18  August  1959 

Source;  Appropriation  Bills  and  Appropriation  Acte  for  FY  00  thru  FY  69. 


6.  SUPPLEMENTAL  APPROPRIATIONS.  When  unfoi^seen  events  occur  which  require  addi- 
tional  funding  during  any  fiscal  year,  a  fully  justified  request  may  be  submitted  to  Congress 
for  a  supplemental  appropriation.  Examples  of  supplementals  enacted  during  the  period  of  FY  60 
through  FY  69  are  depicted  in  Table  A-4.  Policy  on  supplementals  is  approved  in  Bureau  of  the 
Budget  Circular  No.  A-11  and  Circular  A-41. 


^^Dcfcnse  Industry  Bullotln,  June  1969,  pp.  19-22. 

23Buroau  of  the  Budget,  Circular  No.  A-ll,  Preparation  and  Submission  of  Annual  Budgot  Estimates, 
June  1969;  and  Bureau  of  the  Budget  Circular  A-41,  Submission  of  Sui^lemcntal  Estimates  and  Similar 
Proposals ,  19  February  1966. 
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Vin.  REVISED  PLANNING/PROGRAMMING/BUDGETING  SYSTEM 


1.  BACKGROUND 


a.  The  preceding  seven  chapters  displayed  the  PPBS  in  effect  through  CY  69.  As  stated 
in  paragraph  2  of  Chapter  I,  Department  of  Defense  Instruction  (DODI)  7045.  7,  dated  29  October 
1961;,  brought  about  numerous  changes  to  the  PPBS.  This  DODI  was  effective  1  January  1970. 

On  that  date  DODI  7045.  7  dated  22  Deceniber  1967,  subject:  Review  and  Approval  of  Changes  to 
the  Five-Year  Defense  Program;  DODI  7045.5  dated  31  August  1965,  subject;  Functional  Re¬ 
views;  and  Secretary  of  Defense  Memorandum  dated  21  June  1969,  subject:  Interim  Operating 
Procedures  (lOP)  Number  1  were  cancelled.  Certain  aspects  of  the  new  system  were  imple¬ 
mented  in  CY  69  so  that  the  new  PPBS  could  be  fully  implemented  for  the  FY  72  cycle.  These 
were  in  the  form  of  integrated  staff  actions,  early  publication  and  dissemination  of  DODI  7045. 7 
and  the  issuance  of  Secretary  of  Defense  Memorandum  dated  20  November  1969,  subject: 
Program/Budget  Reviews  -  Calendar  Year  1970  Schedule. 

b.  In  the  spring  of  1969,  the  Secretary  and  Deputy  Secretary  of  Defense  initiated  a 
;»eries  of  meetings  with  the  Secretaries  of  the  Military  Departments  and  the  Chairman  of  the 
Joint  Chiefs  of  Staff  to  discuss  improvements  v^ich  could  be  made  to  the  Department  of  Defense 
top  level  decision-making  process.  At  the  same  time,  a  staff  effort  was  undertaken  to  study 
ways  of  simplifying  the  procedures  of  the  decision  making  process. 

c.  As  a  result  of  the  meetings  held  by  the  Secretary  of  Defense,  nine  major  steps 
evolved  which  were  to  become  the  framework  for  the  revised  Department  of  Defense  PPBS. 

These  nine  steps  taken  in  combination  with  the  procedural  simplifications  which  were  recom¬ 
mended  by  the  staff  level  working  group  have  gained  acceptance  by  all  Components  of  the  Depart¬ 
ment  of  Defense,  resulting  in  the  release  of  the  revised  IX)DI  7045. 7  of  29  October  1969. 

2.  BASIC  STEPS.  The  nine  basic  steps  of  the  proceAire  for  the  CY  70  cycle  are  as  follows: 

a.  Step  1.  Volume  I,  JSOP.  Volume  I  of  the  JSOP,  published  in  October,  is  the  strat¬ 
egy  portion  of  thV  JSOP  and  provides  the  Joint  Chiefs  of  Staff  statement  on  national  security 
objectives.  The  statement  is  based  on  evaluation  of  intelligence  estimates,  decisions  of  ihe 
President,  and  military  objectives.  It  includes  strategic  concepts  and  objectives  on  both  a 
worldwide  and  regional  basis.  It  is  distributed  to  the  Secretary  of  Defense  and  the  military  de¬ 
partments  and  Defen.se  Agencies  as  a  major  input  to  their  planning  activity. 

b.  Step  2 .  Strategic  Guidance  Memorandum.  Volume  I  of  the  JSOP,  on  being  received 
in  OSD,  is  subjected  to  a  thorough  review  and  analysis.  As  a  result  of  this  study,  the  Secretary 
of  Defense  prepares  a  tentative  Strategic  Guidance  Memorandum  which  is  sent  to  the  Joint  Chiefs 
of  Staff  for  comment.  This  memorandum  may  update  and/or  enlarge  upon  Volume  I  strategy. 
Changes  are  generally  based  on  either  modification  of  national  security  objectives  or  commit¬ 
ments  made  by  the  President.  When  major  objective,  commitment,  or  strategy  changes  are  in¬ 
dicated,  appropriate  v'ariations  in  risk  are  also  assessed.  After  review  and  consideration  of 
Joint  Chiefs  of  Staff  comments,  the  Secretary  of  Defense  publishes  a  Strategic  Guidance  Mem¬ 
orandum  in  January.  The  goal  of  this  issuance  is  a  coordinated,  complete  and  current  strategic 
guidance  document  for  the  entire  defense  community. 
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Mr.  Meyer,  Tartasky.  Office  of  the  Assistant  Secretary  of  Defense  (Comptroller).  Inten’Iew  hclil  at 
Pent.ifion,  Washington.  D.  C  ,  21  November  1969 
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1-.  Step  3.  Tentative  Fiscal  Guidance  Menioranauni.  In  January,  the  Secretary  of  De¬ 
fense  issues  tentative  fiscal  ^idancc  indicating  dollar  constraints  within  which  the  program  is 
to  lx.'  developed.  The  fiscal  guidance  is  projected  5  years  into  the  future  by  major  and  support 
category  for  each  of  the  Military  Departments  and  Defense  Agencies.  The  document  may  include 
the  ussuni|)tions  used  in  its  preparation.  The  Tentative  Fiscal  Guidance  Memorandum  is  sent 
to  all  Components  for  comments. 

d.  Step  4.  Volume  ii,  JSOP.  While  tentative  fiscal  guidance  is- being  reviewed  in 
January  and  February,  the  Joint  Chiefs  of  Staff  are  completing  Volume  n,  the  force  structure 
iwrtion  of  the  JSOP.  Volume  n  provides  the  Joint  Chiefs  of  Staff  position  and  rationale  on  major 
force  requirements  and  recommendations  considered  necessary  to  meet  DOD  portions  of  our 
national  security  objectives.  Volume  U  of  the  JSOP  is  prepared  without  regard  to  fiscal  con¬ 
straints  contained  in  the  Tentative  Fiscal  Guidance  Memorandum.  On  the  publication  of  Volume 
II  in  February,  cost  and  manpower  implications  are  provided  by  the  Military  Departments. 

e.  Step  5.  Fiscal  Guidance  Memorandum.  After  review  of  Volume  n,  JSOP,  and  all 
comments  on  the  Tentative  Fiscal  Guidance  Memorandum,  the  Secretary  of  Defense  issues  re¬ 
vised  OSD  Fiscal  Guidance  in  March.  For  planning  purposes,  only  two  aspects  of  the  fiscal 
guidance  are  considered  firm.  These  are  total  by  program  year  and  total  by  Military  Depart¬ 
ment  or  Defense  Agency.  Unless  specifically  prohibited  in  the  Fiscal  Guidance  Memorandum, 
reallocation  of  funds  is  permitted  between  major  mission  and  support  categories.  This  pro¬ 
vides  the  flexibility  required  for  developing  balanced  programs. 

f .  Step  6.  Joint  Chiefs  of  Staff  Joint  Force  Memorandum.  In  April  the  joint  Chiefs  of 
Staff  issue  a  Joint  Force  Memorandum  (JFM)  presenting  recommendations  on  force  levels  and 
support  programs  which  can  be  provided  within  fiscal  constraints  contained  in  the  Fiscal  Guidance 
Memorandum.  This  publication  includes  an  assessment  of  risk  in  the  recommended  forces  as 
measured  against  the  strategy  and  objectives  of  volume  I  of  the  JSOP  and  the  Secretary  of  De¬ 
fense  Strategic  Guidance  Memorandum.  It  also  highlights  major  force  issues  to  be  resolved 
during  the  year.  Additionally,  it  compares  costs  of  its  recommendations  with  the  approved 
FYDP  program  baseline.  Copies  of  the  JFM  are  sent  to  OSD  for  review  and  the  MiUtary  De¬ 
partments  and  Defense  Agencies  for  assistance  in  their  planning  activities. 

g.  Step  1.  Program  Objective  Memorandum.  In  May,  each  Military  Department  and 
Defense  Agency  submits  a  Program  Objective  Memorandum  (POM)  to  the  Secretary  of  Defense. 
POMs,  based  on  the  strategy  guidance  and  fiscal  constraints  of  the  previous  six  steps,  express 
total  program  requirements.  They  express  force,  r.ianpower  and  cost  implications.  Addition¬ 
ally,  they  provide  a  rationale  for  deviations  from  the  FYDP  base  file  and  the  JCS  JFM,  as  well 
as  any  military  gains  and  an  asse-r.sment  of  any  risks  resulting  from  these  deviations.  POM 
supporting  data  is  in  program  element  terms. 

h.  Step  8.  Program  Decision  Memorandums.  Based  on  a  thorough  review  of  Volume 
I  and  U  of  the  JSOP,  the  JCS  Joint  Force  Memorandum  and  Military  Department/Defense 
Agency  POMs,  The  Secretary  of  Defense  Issues  appropriate  Program  Decision  Memorandums 
(PDMs).  PDMs  are  accompanied  by  a  resource  annex  providing  translation  of  resources  to 
FYDP  program  elements.  PDMs  are  submitted  to  appropriate  components  for  analysis  and 
comment  and  are  reflected  in  the  FYDP.  Issuance  of  PDMs  for  FY  70  are  to  be  completed  by 
24  July  1970.  Comments  must  be  submitted  within  2  weeks  and  include  Impact  expected  as  a 
result  of  the  PDM.  11  a  dissenting  view  Is  expressed,  any  Information  not  Included  In  the 
original  POM  should  be  attached  to  allow  full  reevaluation  of  the  Issue  Involved.  The  Secretary 
of  Defense  directs  a  staff  review  of  all  comments,  and  any  new  decisions  are  reflected  In  a 
modified  PDM.  If  considered  necessary,  the  Joint  Chiefs  and  Service  Secretaries  meet  with  the 
Secretary  of  Defense  to  discuss  and  resolve  any  remaining  Major  Force  Issues.  This  meeting 
or  series  of  meetings  result  in  the  final  PDMs  to  be  made  a  part  of  the  FYDP  prior  to  starting 
the  budget  portion  of  the  PPB  cycle. 
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i.  Step  9.  Budget  Estimates.  On  30  September,  each  Military  and  Defense  Agency 
submits  its  budget  estimate  to  the  Secretary  of  Defense.  Estimates  are  based  on  approved  pro¬ 
grams  resulting  from  the  various  decision  documents.  The  Secretary  of  Defense  directs  a  re¬ 
view  of  budget  estimates  by  the  OSD  staff  working  with  representatives  of  the  BOB.  As  a  result 
of  this  review  and  analysis,  the  Secretary  of  Defense  publishes  a  series  of  PBDs.  Late  in 
December,  the  completed  DOD  budget  is  sent  to  the  BOB  for  approval.  When  approved,  it  be¬ 
comes  a  part  of  the  Presidents  Budget  submitted  to  the  Congress  early  in  January.  25 

3.  CHANGES  IN  REVISED  PPBS.  In  summary,  the  significant  changes  incorporated  in  the 
revised  PPBS,  DODI  7045. 7  dated  29  October  1969,  are  as  follows: 

a.  Strategic  Guidance  Memorandum  and  Fiscal  Guidance  Memorandum.  Prior  to  the 
revised  PPBS,  national  security  objectives  and  the  strategy  to  meet  these  objectives  were  de¬ 
veloped  by  the  Joint  Chiefs  of  Staff  without  guidance  from  the  Secretary  of  Defense.  Further, 
the  Joint  Chiefs  of  Staff  were  not  provided  fiscal  guidance  (or  use  in  the  development  of  forces 
to  meet  this  strategy.  As  a  result,  the  force  posture  recommended  to  the  Secretary  of  Defense 
in  the  annual  submission  of  the  JSOP  was  so  ambitious  it  was  fiscally  and  politically  unaccept¬ 
able.  Thus,  the  Joint  Chiefs  of  Staff  recommendations  had  little  impact  on  the  FYDP.  During 
the  McNamara  years,  the  forces  in  the  FYDP  were  developed  in  virtual  isolation  by  OSD  Systems 
Analysis  and  only  after  the  pattern  had  been  set  were  the  Military  Departments  and  JCS  asked 
to  comment.  The  revised  PPBS  is  designed  to  shift  the  planning  responsibility  back  to  the 
Services.  The  guidance  portrayed  in  the  Strategic  Guidance  Memorandum  (Step  2),  along  with 
Volume  I  of  the  JSOP,  serves  as  a  planning  document  in  the  formulation  of  Volume  II  and  in, 
JSOP,  the  JFM,  and  the  POMs.  26  After  issuance  of  the  Strategic  Guidance  Memorandum,  the 
Secretary  of  Defense  then  develops  the  Fiscal  Guidance  Memorandum  (Steps  3  and  5).  Concur¬ 
rently  with  the  tentative  and  final  Fiscal  Guidance  Memorandums,  the  Secretary  of  Defense  also 
issues  tentative  and  final  Logistics  Guidance  Memorandums  for  materiel  acquisition.  The  Sec¬ 
retaries  of  the  Military  Departments  will  participate  in  the  development  of  the  revised  fiscal 
guidance.  In  developing  the  revised  fiscal  guidance,  consideration  will  also  be  given  to  the 
current  budget,  the  FYDP,  program  deferrals,  inf^tionary  trends,  gross  national  product 
estimates,  and  other  economic  considerations.  2? 

t.  Joint  Force  Memorandum.  The  Joint  Chiefs  of  Staff  develop  and  submit  annually  to 
the  Secretary  of  Defense  the  JFM  (Step  6).  The  JFM  ulli  present  the  recommended  force  levels 
and  support  programs,  similar  in  format  to  Volume  II  of  the  JSOP  (Step  4),  but  the  JFM  is  de¬ 
veloped  within  the  parameters  of  the  fiscal  guidance  issued  by  the  Secretary  of  Defense.  28 

c.  Program  Objective  Memorandum.  The  military  departments  and  Defense  Agencies 
develop  and  submit  annually  to  the  Secretary  of  Defense  the  POM  (Step  7).  The  POMs  are  based 
on  the  Strategic  Guidance  in  Volume  I,  JSOP,  as  modified  by  Secretary  of  Defense  Strategic 
Guidance  Memorandum.  They  are  further  based  on  the  Fiscal  Guidance  Memorandum,  Volume 
II,  JSOP,  and  the  JFM.  POMs  may  be  revised  after  submission  when  the  originator  believes 
that  such  a  resdsion  will  result  In  a  better  balanced  program.  Recommended  POM  changes 
should  be  made  only  when  the  change  may  be  completely  processed  to  permit  anaiysis  with  the 
originally  submitted  POM,  that  is,  in  advance  of  a  Secretary  of  Defense  decision  on  a  POM. 

POM  revisions  will  include  an  identification  of  equal  cost  trade-offs  within  annual  military  de¬ 
partment  and  Defense  Agency  totals  to  preclude  increases  to  the  fiscal  constraints.  The  POM 
revisions  will  identify  equal  or  greater  effectiveness  in  addition  to  cost  trade-offs.  When 
changes  cannot  be  processed  in  time  to  be  included  in  a  Program  Decision  Memorandum  for  a 
specific  program,  such  changes  will  be  processed  using  a  PCR  provided  the  change  vill  increase 
military  readiness  significantly  and  is  considered  of  such  an  urgent  nature  to  require  Secretary 


26Dcpartment  of  Dcfaiso  Instruction  7045.7,  The  :dann(ng, 
1969. 


Ml- 

Ibid. 
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of  Defen.se  review  out  of  cycle,  or  involve  interservice  functional  transfers  which  create  man¬ 
power  authorization  increases  to  end  year  strengths. 29 

d.  Prograni  IX»cision  Memoranduii] .  PDMs  (Step  8  above)  are  similar  to  DPMs/MPMs 
in  the  PPUS  prior  to  DODI  7045. 7,  29  October  1969.  They  differ  from  the  standpoint  that  the 
Joint  Chief.s  of  Staff,  Military  Departments  and  Defense  Agencies  have  contributed  to  their  de¬ 
velopment  lliru  the  JSOP,  JRDOD,  JFM,  POMs  and  PCRs  where  applicable,  and  their  position 
is  already  known.  Another  difference  is  the  time  element  permitted  for  comment  replies  of  the 
Joint  Chiefs  of  Staff,  Military  Departments  and  Defense  Agencies.  Comments,  as  appropriate, 
are  required  within  2  weeks  after  receipt  of  each  PDM.  Thirty  days  were  allowed  for  comments 
to  DPMs  MpMs.  PDMs  also  have  a  resource  annex,  which  is  in  sufficient  detail  and  in  the 
proper  format  to  be  used  in  ujxlating  or  changing  the  FYDP. 

Approved  Prograni  Changes.  The  heart  of  the  PPBS  is  still  the  FYDP.  The  receipt 
of  a  PDM,  DCP,  PDC,  PBD,  DD  Form  1415  Reprogramming  Action,  or  Secretary  of  Defense 
memorandum  reflecting  the  decision  of  the  Secretary  of  Defense  will  constitute  a  new  approved 
program  base  when  entered  into  the  FYDP  the  Military  Departments  and  Defense  Agencies. 
Changes  to  the  approved  base  for  the  budget  and  program  years  will  be  made  only  by  subsequent 
PDMs,  PCDs,  DCPs,  or  PBDs,  or  by  military  departments  or  Defense  Agencies  within  the 
established  thresholds  of  DODI  7045. 7.  DCPs  vdli  be  entered  into  the  FYDP  and  data  reviewed 
and  approved  by  DDR&E.  Data  changes  will  be  announced  on  R&D  programs  by  DDR&E  using 
PCDs  or  addressed  In  the  R&D  PDM.  Subsequent  to  the  receipt  of  a  PDM  and  prior  to  the  next 
Military  Department  or  Defense  Agency  POM  submission  date,  Secretaries  of  the  Military  De¬ 
partments  and  Directors  of  Defense  A^ncies  will  be  permitted  to  make  changes  to  the  FYDP 
without  prior  approval  by  the  Secretary  of  Defense  when^uch  changes  are  confined  within  the 
thresholds  contained  In  DODI  7045.  7  and  DODI  7250.  iO. 

f.  Budget  Analysis  Period.  As  indicated  In  Chapter  VH,  paragraph  5,  the  period  of 
October  through  December  each  year  is  often  referred  to  as  the  budget  analysis  period.  Under 
the  former  PPBS  system,  the  Services  sutmiltted  their  budget  estimates  to  OSD  on  1  October 
each  year.  These  budget  estln)ates  were  then  trimmed  down  some  $20  to  $25  billion  within  OSD 
in  a  frantic  October-December  scramble.  With  the  new  PPBS,  the  original  budget  estimates 
submitted  by  the  Services  will  be  much  closer  to  a  preset  final  figure,  and  the  October-December 
period  will  be  used  by  OSD  for  refining  the  budgets  and  for  resolving  what  should  be  a  relatively 
few  major  Issues  still  unresolved  at  budget-submission  time. 

4.  CALENDAR  YEAR  SCHEDULE.  Secretary  of  Defense  Memorandum  dated  20  November 
1969,  Subject:  Program/Budget  Revlews-Calendar  Year  1970  Schedule,  expressed  the  schedule 
for  the  more  significant  actions  of  the  PPB  cycle  for  CY  70.  Guidance  was  provided  in  detail  In 
this  memorandum  on  the  FYDP  base  program,  strategic  guidance,  fiscal  guidance,  logistic 
guidance,  JSOP  Volume  U,  JFM,  POMs,  PDMs,  program/buc^et  reviews,  extension  of  program, 
assun)ptlons  of  hostilities  and  general  guidance.  The  schedule  for  submission  of  Volume  I  of  the 
JSOP  and  the  Tentative  Strategic  Guidance  Memorandum  are  not  included  in  this  memorandum, 
as  they  occurred  in  CY  69  and  were  covered  in  other  memorandums.  Timing  of  the  various 
actions  in  this  schedule  and  additional  changes  to  the  PPBS  will  possibly  occur  in  the  CY  71 
schedule,  as  changes  through  experience  deem  it  appropriate.  To  better  portray  the  timing  of 
events  as  they  occur,  the  CY  70  schedule  provided  for  the  readers  benefit  as  follows: 


21>lbld. 
3*  Ibid. 
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PROGRAM/BUDGET  REVIEW  SCHEDULE  CALENDAR  YEAR  1970 


Item 

Action 

Agency 

Action 

Date 

1. 

Update  FYDP  (through  KY  1971  President's  Budget) 

C 

5  Jan  70 

2. 

Issue  Tentative  Logistic  Guidance  Memorandum 

O 

15  Jsn  70 

3. 

Submit  Volume  111,  JSOP  -  Free  World  Forces 

J 

15  Jan  70 

4. 

Issue  Strategy  Guidance  Memorandum 

o 

15  Jan  70 

5. 

Issue  Tentative  Fiscal  Guidance  Memorandum 

o 

15  Jan  70 

6. 

Submit  Comments  on  Logistic  and  Fiscal  Guidance  Memoranda 

JC 

12  Feb  70 

7. 

Issue  FYDP  Update  Guidance  Memorandum 

o 

12  Feb  70 

8. 

Submit  JSOP,  Volume  II  (FY  72-79)  -  Analysis  and  Force  Tabulations 

J 

18  Feb  70 

9. 

Submit  Joint  Research  and  Development  Objectives  Document  (JRDOD) 

J 

25  Feb  70 

10. 

Update  FYDP  for  Outyear  Impact 

c 

2  Mar  70 

11. 

Reissue  Logistic  and  Fiscal  Guidance  Memoranda  based  on  review  of 
comments 

o 

4  Msr  70 

12. 

lasue  Schedule  for  Publication  of  PDMs 

0 

5  Mar  70 

13. 

Submit  Joint  Force  Memorandum  (JFM) 

J 

22  Apr  70 

14. 

Submit  Program  Objective  Memorandum  (POM) 

c 

15  May  70 

15. 

Conduct  Apportionment  Review 

o 

1  Jun  70 

16. 

Issue  Budget  Guidance  for  Preparation  of  FY  1972  Budget 

o 

15  Jun  70 

17. 

Issue  Revised  Program/Budget  Review  Schedule  ss  necessary 

o 

15  Jun  70 

18. 

Issue  FYDP  Update  Guidance 

0 

1  Jul  70 

19. 

Complete  Issue  of  Program  Decision  Memorandums  to  DOD  Components, 
including  R&D  Program 

o 

24  Jui  70 

20. 

Prepare  and  provide  comments  on  Decisions  to  Secretary  of  Defense, 
including  R&D  Program 

JC 

10  Aug  70 

21. 

Update  FYDP  responding  to  Secretary  of  Defense  Decision  Documents 

c 

24  Aug  70 

22. 

issue  revised  decisions  based  on  comments,  Including  RfcD  Program 

o 

31  Aug  70 

23. 

Submit  Annual  Budget  Eatlmates  and  Backup  Information 

c 

30  Sep  70 

24. 

Issue  Annual  Program/Budget  Review  Schedule  Memorandum 
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o 

1  Oct  70 

‘I'MO.K  .\-r>  (Cunliniu'd) 


Ilrin 

.Nc'tii>n 

.Agency 

.Action 

Date 

2.S. 

Sturt  Diulgrt  llnu'ini's 

{) 

.5  (X-t  70 

2t), 

1  (Mliiti-  KYDI’  iL-spnniliiig  ti)  I'l'M.sfil  DL'fl.sions 

C 

12  (Xt  70 

27. 

.St.ii't  I.HSiU’  111  I'HD.s 

() 

2  Nov  70 

Prnvldi’  Kfflam;i  .St.itcnu-nt.s  on  I'PDs 

C 

10  Nov  70- 

1  Dec  70 

2'i. 

Hci.s.siU'  PMD.s  on  ltcfl;im:i.s 

o 

l«i  .Nov  70- 

15  Dec  70 

;u‘. 

See  iK-f.  .It’S,  .'ind  SiTvicc  Scci’otiiiies  discuss  Major  niidgct  Issuc.s 

() 

•1  Dec  70 

;u. 

Hci.ssuf  PDDs  ii-suiting  from  Diulgct  Issue  Itcvicw 

() 

n  Dec  70 

I.K(JKNl)'.  (•  -S’c-  IVf  C  =  MilUary  Departments  ami  Defense  Agencies 

•I"  -K’S  JC  =  .It'S.  Military  Dt*partmenls  &  Defense  Agencies 


5.  SUMMARY.  In  summary,  the  revised  PPBS  provides: 

a.  Specific  slralcj;ic  and  fiscal  ^oitdance  to  the  Services; 

b.  More  flexible  force  level  ^idance: 

c.  Grealcr  Service  participation  at  each  step  of  the  PPB  cycle  and  more  Service  free¬ 
dom  in  reallocating  proposed  resources,  but  also  more  Service  responsibility  for  insuring  the 
efficient  and  economic  management  of  resources; 

d.  A  major  shifi  in  planning  responsibilities  from  OSD  Systems  Analysis  to  the  Services; 

e.  Initialion  of  budget  reductions  earlier  in  the  budget  preparation  cycle;  and 

f.  Provides  for  more  stringent  cost  conlrol  Ihroughout. 
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APPENDIX  B 

STOCK  FUND  PROGRAM  ACTIONS 


1.  GENERAL 


a.  The  paragraphs  which  follow  include  tabulations  of  the  programs  as  established  and 
revised  each  year  for  each  stock  fund  from  FY  65  through  the  first  half  of  FY  70.  Each  program 
is  expressed  in  terms  of  the  planned  net  sales  and  obligations,  the  difference  between  the  two 
representing  the  amount  by  which  the  investment  in  inventory  on  hand  and  on  order  is  changed 
through  issues  and  new  procurement.  This  is  a>i  oversimplification  of  the  factors  required  to 
describe  a  stock  fund  program  fully,  but  is  the  most  meaningful  manner  of  indicating  briefly  the 
significance  of  the  program  actions  proposed  and  approved. 

b.  For  each  fund,  the  data  presented  arc  totals  for  all  activities,  including  for  the  Army 
and  Air  Force  the  activities  which  were  exempted  from  apportionment.  Programs  actually  are 
prepared  and  reviewed  separately  for  each  Division  within  a  fund,  so  that  the  totals  conceal 
some  offsetting  adjustments  between  Divisions.  The  amounts  approved  for  individual  Divisions 
are  not  statutory  limitations  on  obligations  but  are  considered  administrative  limitations  which 
can  be  modified,  within  the  limiting  total,  by  a  military  department,  provided  informal  concur¬ 
rence  is  obtained  from  staff  of  the  Office  of  the  Assistant  Secretary  of  Defense  (Comptroller). 

c.  Formal  program  actions  are  recorded  in  budget  documents  and  in  apportionments 
(DD  Form  1105).  As  a  minimum,  reviews  of  the  programs  for  each  fiscal  year  are  conducted 
and  recorded  in  formal  actions  In  two  annual  budgets  and  at  least  two  apportionments.  The  first 
review  is  processed  during  the  period  6  to  12  months  before  the  beginning  of  the  fiscal  year  (to 
prepare  the  Budget  Year  program  in  the  President's  Budget).  The  second  is  the  initial  appor¬ 
tionment  review  processed  during  the  two  months  before  the  beginning  of  the  fiscal  year  and 
scheduled  to  result  in  an  approved  program  prior  to  1  July.  The  third  is  the  review  of  the  cur> 
rent  year  program,  processed  during  the  first  6  months  of  the  fiscal  year  as  a  part  of  the  annual 
budget  review  and  producing  the  current  year  data  in  the  President's  Budget.  The  fourth  is  the 
apportionment  adjustment,  based  on  the  budget  review  and  the  results  of  actual  operations 
through  the  first  half  of  the  fiscal  year,  which  should  accomplish  any  needed  changes  in  the 
years  program  before  the  beginning  of  the  last  quarter. 

d.  Unless  programs  are  relatively  stable,  it  is  not  unusual  for  apportionment  adjust¬ 
ments  to  be  made  more  frequently  than  the  minimum.  These  may  be  requested  in  the  first  half 
of  the  year  when  increased  requirements  are  of  a  magnitude  that  does  not  permit  waiting  until 
alter  the  budget  review  to  obtain  increased  authorizations.  They  also  occur  during  the  last 
quarter  when  it  becomes  apparent  late  in  the  fiscal  year  that  actual  developments  are  differing 
from  the  judgments  and  assumptions  made  in  the  earlier  reviews,  so  that  program  changes  must 
be  recognized  unless  supply  operations  are  to  be  subjected  to  financial  constraints  during  the 
last  quarter. 

e.  Caution  must  be  used  in  considering  both  the  dates  and  amounts  shown  as  Service  re¬ 
quests  In  the  tabulations.  There  have  been  many  occasions  when  OSD/  BOB  review  of  a  proiwsed 
Service  program  change  was  initiated  prior  to  receipt  of  a  formal  program  request  document, 
which  was  processed  only  alter  informal  advice  of  the  OSD  position  w  as  received  by  the  Service. 
There  have  also  been  Service  requests  that  were  withdrawn  and  resubmitted  after  the  OSD  review. 
In  these  cases,  w'here  the  e\ents  are  difficult  to  identify  at  a  subsequent  date,  both  the  time  lag 
between  the  Service  request  and  OSD  action  and  the  magnitude  of  program  adjustments  made  in 
OSD  are  understated  on  the  record. 
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1,  On  ihc*  u  holn,  it  must  be  ^-uiisidered  from  the  record  that  OSD  BOB  action  was 
hititily  M-sixinsivi*  to  program  rhaiipe  requirements.  It  is  evident  that  urgent  program  change 
requii'onu'iils  l  eteived  ex|K‘dited  processing  aitd  that  decisions  were  made  reasonably  promptly 
on  program  sul>nns.sion.s.  '  iewed  in  retrospect,  uncertainties  in  determining  requirements  were 
c'utninon  to  nil  stnlt  levels  preiKtring  and  reviewing  supply  programs  during  the  Vietnam  era  and 
ttiere  were  areas  in  which  OSD  BOB  analysts  a  -.epted  inadequate  justifications  as  well  as  areas 
in  wliicli  they  were  too  reluctant  to  recognize  increased  needs.  The  logistical  support  which  was 
deiXMident  on  slock  fund  financing  is  generally  considered  to  have  reached  the  combat  area  in 
adequate  quantities  and  wuh  reasonable  timeliness.  Despite  the  program  objectives,  financial 
limitations  were  nut  successful  in  preventing  the  accumulation  of  substantial  quantities  of  excess 
inventories  of  expense-ty|x  materiel  both  in  Southeast  Asia  and  in  some  parts  of  the  CONUS 
dejjut  system.  Unde  the  circumstances,  however,  it  would  be  difficult  to  conclude  that  program 
decisions  could  have  been  significantly  more  accurate  than  they  were  or  that  errors  in  judgment 
were  not  relatively  minor. 

g.  During  the  5-year  {leriod  from  FY  65  through  FY  69,  net  sales  (reimbursable  issues) 
of  the  five  .stock  funds  amounted  to  $52.8  billion.  During  the  same  jjeriod,  the  aggregate  obliga¬ 
tions  exceeded  the  issues  by  $2.2  billion,  fn  addition,  a  net  amount  of  $3.6  billion  of  inventories 
was  capitalized  in  the  stock  fund-s  during  these  5  years,  most  of  which  was  during  FY  69.  The 
overall  result  was  an  increase  in  the  total  stock  fund  inventovies  by  $5.4  billion,  from  $5.7 
billion  at  the  end  of  FY  64  to  $il .  i  billion  at  the  end  of  FY  69. 

h.  The  tables  which  are  presented  for  each  stock  fund  fail  to  reveal  certain  factors 
which  were  particularly  pertinent  in  some  apportionment  actions.  For  example,  actions  during 
the  last  quarter  of  a  fiscal  year  are  often  related  to  commitment  authority  which  provides  financ¬ 
ing  (or  the  admiinstrative  lead  time  period  before  an  obligation  is  incurred.  There  are  internal 
fiscal  procedures  which  can  be  used  by  inventory  control  points  to  permit  taking  pre-aware  pro¬ 
curement  steps  without  the  availability  of  commitment  or  obligation  authority,  fnventory  manag¬ 
ers  and  procurement  activities  prefer,  however,  to  have  the  assurance  of  financial  program  sup¬ 
port  that  is  provided  by  the  reservation  of  funds  against  commitment  authority  when  procurement 
requests  are  initiated.  In  most  cases,  administrative  le-id  time  in  the  distribution  of  funding 
authority  and  In  the  procurement  process  are  such  that  it  is  difficult  for  obligations  to  be  in¬ 
curred  prior  to  30  June  unless  they  have  been  authorized  prior  to  the  beginning  of  the  last  quar¬ 
ter.  Recognition  of  increased  requirements  in  the  last  quarter,  therefore,  may  take  the  form 

of  reprogramming  approval  or  increased  commitment  authority,  when  it  is  clear  that  there  is 
not  sufficient  lime  before  30  June  for  the  total  obligations  incurred  to  be  Increased. 

i.  In  addition,  the  data  showing  the  relationship  between  sales  and  obligations  does  not 
reveal  the  im'  .act  of  unfilled  customer  orders.  Materiel  should  be  on  order  to  cover  all  requisi¬ 
tions  placed  on  backorder  because  .stock  is  not  available  for  issue.  Accordingly,  sales  which  lag 
l>eiow  the  programmed  amount  may  not  indicate  decreased  procurement  requirements  where  the 
anticipated  demands  have  resulted  in  increased  unfilled  orders.  Conversely,  a  decline  in  un¬ 
filled  orders  may  indicate  a  greater  decrease  in  obligation  requirements  than  would  be  related 

to  a  change  only  in  the  level  of  sales.  As  indicated  in  the  Supply  Operations  monograph  and  the 
DSA-GSA  Support  monograph,  FY  66  and  FY  67  were  generally  years  of  Increasing  backorders, 
indicating  that  demands  were  exceeding  current  sales,  while  in  subsequent  years  the  back  orders 
ucre  decreasing  and  dem.inds  on  which  stock  level  requirements  are  based  were  lower  than  the 
rate  of  sales. 

2.  ARMY  STOCK  FUND 


a.  For  each  fiscal  year,  Table  B-l  show  the  chronological  development  and  change  of 
’.he  total  auiiiial  program.  In  eacl,  ♦‘ar  through  FY  69,  the  first  line  is  the  budget  year  program 
ir -the  Budge*,  and  the  last  line  is  the  aciual  data  reported  at  tne  end  of  the  year.  The  intervening 
lilies  are  apportionments  on  DD  Form  1105,  identified  by  number,  with  the  current  year  program 
revusiun  in  the  President’s  Budget  inserted  at  ihe  applicable  point,  in  a  few  cases,  there  have 
been  program  actions,  shown  as  unnumbered,  which  did  not  Involve  a  DD  Form  1105  and  were 
otherwise  recorded  (such  as,  approval  of  reprogramming  of  commitment  authority  to  obligation 
authority  near  the  end  of  a  fiscal  year). 
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TABLE  B-1 

ARMY  STOCK  FUND  PROGRAM 
(In  Millions  of  Dollars) 


Serial 

No. 

Date 

Service  Request 

Net 

Sales  Oblleatlons 

OSD/BOB  Approved 
Date  Net 

OSD  BOB  Sales 

Obligations 

Fiscal  Year  1965 

In  FY65  Budget 

(Dec 

1963) 

2106 

2027 

1 

16  Jun  64 

2481 

2262 

17  Jun 

24  Jun 

2428 

2250 

In  FY 

66  Budget 

2484 

2384 

(Dec 

1964) 

2233 

2083 

2 

15  Jan  65 

2233 

2114 

22  Jan 

1  Feb 

2233 

2034 

3 

8  Mar  65 

2273 

2145 

8  Mar 

11  Mar 

2273 

2145 

4 

26  Apr  65 

2327 

2267 

29  Apr 

12  May 

2276 

2175 

5 

6  May  65 

2277 

2231 

10  May 

12  May 

2277 

2231 

6 

21  May  65 

2277 

2281 

21  May 

21  May 

2277 

2281 

7 

1  Jun  65 

2288 

2309 

2  Jun 

10  Jun 

2288 

2322 

Actual 

2265 

2330 

Fiscal  Year  1966 

In  FY  66  Budget 

2550 

2446 

(Dee 

1964) 

2280 

2117 

1 

8  Jun  65 

2493 

2218 

30  Jun 

13  Jul 

2417 

2116 

2 

3  Sep  65 

2796 

2765 

10  Sep 

15  Sep 

2773 

2637 

3 

19  Nov  65 

3028 

3164 

22  Nov 

26  Nov 

3028 

3164 

In  FY  67  Budget 

3256 

4038 

(Dec 

1965) 

3155 

3690 

4 

23  Dec  65 

3155 

3690 

28  Dec 

4  Jan 

3155 

3690 

5 

25  Feb  66 

3413 

4041 

3  Mar 

8  Mar 

3234 

3889 

6 

1  Apr  66 

3333 

4487 

6  Apr 

8  Apr 

3333 

4256 

7 

7  Apr  66 

3345 

4506 

12  Apr 

15  .\pr 

3345 

4403 

8 

3  May  66 

3345 

4451 

Returned 

8 

25  May  66 

3263 

4556 

26  May 

27  May 

3253 

4458 

X 

3  Jun  66 

3253 

'518 

7  Jun 

X 

3253 

4518 

Actual 

3173 

4464 

Fiscal  Year  1967 

In  FY  67  Budget 

3784 

3788 

(Dec 

1965) 

3688 

3510 

1  23  Jun  66 

4443 

3995 

30  Jun* 

1  Jul 

3186 

3105 

2  26  Oct  66* 

3351 

3232 

2  Nov* 

7  Nov 

3351 

3232 

In  FY  68  Budget 

5203 

6148 

(Dec 

1966) 

4902 

1857 

3  20  Dec  66 

4891 

5202 

29  Dec* 

5  Jan 

'3705 

3974 

*Not  for  full  flscal  year;  represents  nine  months 

program. 
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b.  In  FY  65  the  Army  Stock  Fund  program  was  overstated  in  the  initial  apportionment 
and  was  therefore  cut  back  in  the  fall  budget  review  and  in  the  related  reapportionment  in  Janu¬ 
ary  1965.  Although  actual  issues  by  30  June  were  little  more  than  was  estimated  in  the  pre¬ 
ceding  fall,  five  reapportionments  were  processed  between  March  and  June  to  provide  additional 
obligation  authority  to  support  developments  in  Vietnam.  These  program  increases  were  rela¬ 
tively  small  and  obviously  reflected  an  inability  to  determine  the  extent  of  the  increased  require¬ 
ments  which  were  pending. 

c.  In  FY  66  the  initial  apportionment  in  June  1965  was  consistent  with  the  program  level 
recognized  at  that  time.  The  escalating  requirements  during  the  year  resulted  in  eight  reappor¬ 
tionments  and  program  increases  between  September  and  early  June.  Actual  sales  for  the  year 
were  almost  exactly  the  total  amount  estimated  by  OSD  in  the  fall  budget  review,  although  the 
Army  repeatedly  submitted  higher  estimates.  The  obligations  programmed  were  increased 
from  the  initial  $2, 116  million  to  $3,690  miliioii  in  three  actions  between  September  and  Decem¬ 
ber.  The  last  increase  reflected  the  guidance  given  to  tlie  Army  to  make  some  "selective  in¬ 
creases,  on  a  temporary  basis,  in  the  wholesale  supply  levels  of  secondary  items  in  order  to 
enhance  responsiveness  to  unanticipated  surges  in  demand  due  to  Southeast  Asia  operations. 

After  the  midyear  review,  five  additional  program  increases  were  processed  during  the  period 
from  February  through  June  1966,  which  increased  the  obligation  authority  by  an  additional  $828 
million  to  $4,  518  million.  At  the  end  of  the  fiscal  year,  a  net  investment  change  (excess  of 
obligations  over  net  sales)  of  almost  $1.3  billion  had  been  made  in  the  Army  Stock  Fund,  although 
no  additional  capital  was  appropriated  during  the  year. 

d.  On  the  basis  of  specific  guidance  provided  by  the  Secretary  of  Defense  the  initial 
FY  67  apportionment  in  June  1966  covered  estimated  sales  for  nine  months  and  the  estimated 
obligations  which  would  have  to  be  incurred  prior  to  1  April  1967. 2  The  amounts  initially  esti¬ 
mated  were  only  slightly  low,  since  they  turned  out  to  be  71  percent  of  the  actual  sales  for  the 
year  and  68  percent  of  the  actual  obligations.  One  Interim  program  increase  was  processed  in 
October  and  the  program  was  substantially  increased  at  the  end  of  December  after  the  budget 
review.  Three  additional  reapportionments  between  March  and  June  increased  the  approved 
obligations  by  $682  million  to  $4,656  million.  The  last  two  increases  were  made  somewhat  re¬ 
luctantly  by  OSD,  to  alleviate  particular  areas  where  urgent  requirements  were  unfunded,  be¬ 
cause  sales  were  clearly  falling  below  the  amounts  previously  anticipated  and  because  of  con¬ 
cern  that  excessive  quantities  of  some  items  were  being  ixirchased.  Accordingly,  the  Deputy 
Secretary  of  Defense  forwarded  to  the  Army  specific  guidelines  for  requirements  determinations 
on  which  procurements  were  authorized  to  be  based  and  directed  cancellation  of  commitments 
and  of  orders,  where  practicable,  when  in  excess  of  the  guideline  objectives.  2  At  the  end  of  the 
fiscal  year,  actual  net  sales  were  $426  million  lower  than  had  been  anticipated  in  the  budget  re¬ 
view  during  the  second  quarter  of  the  year.  Actual  obligations  were  $87  million  greater  than  the 
net  sales,  although  planned  in  the  budget  to  be  $45  million  lower  than  the  n«.t  sales. 

e.  In  recognition  of  the  excess  stocks  in  the  Pacific  and  the  reduced  plijeline  require¬ 
ments  related  to  more  efficient  supply  operations,  a  significantly  lower  stock  fund  program  for 
FY  68  was  reflected  in  the  initial  apiwrtionment  in  June  1967.  An  increase  was  made  in  Sep¬ 
tember  prior  to  the  fall  budget  review,  followed  hy  a  decrease  in  March,  alter  the  midyear  re¬ 
view.  ^rt  of  the  March  reduction  in  authorized  obligations  was  restored  in  June,  in  view  of  the 
Army's  inability  to  restrain  procurement  reasonably,  to  the  extent  desired  by  O.SD.  At  the  end 
of  the  fiscal  year,  actual  net  sales  were  $434  million  lower  than  had  been  programmed  in  the 
budget  review  during  the  second  quarter.  Obligations  also  were  $199  million  lower,  but  the  iict 
investment  reduction  was  only  $145  million  where  a  $380  million  reduction  had  heen  budgeted. 


iDciJUty  Secretary  of  Defense  (Comptroller)  Memorandum,  sub.ioct:  Armv  Stock  Fund  0|>or:itions,  :i!)  Novem¬ 
ber  1965. 

2Secretary  of  Defense  Mcmor.'indum,  subject;  lniti.il  ProgiT.tn  niul  Financl.il  Plan  for  FYG7.  22  Juno  1966. 
^Deputy  Secretary  of  Defense  (ConiptroUoi)  Memorandum,  subject:  Armv  Stock  Fund  0  May 

1967.  . 
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TAHI.K  li-2 

NAVY  STOCK  FUND  PIIOGKAMS 
(tn  Millions  of  Dollars) 


SiTlal 

No. 

l):ito 

Si'rvico  ttequi 
Net 

S:jI«‘s 

•St 

iXiliftations 

DaU! 

OSD 

OSD/ROB  Approved 

~  "nS 

ROR  Sales 

Obligations 

Fiscal  Yea: 

r  1965 

In  FY 

6:j  Rudsot 

1252 

1221 

(Dec  1963) 

1252 

1190 

I 

1 1  Jun  0  4 

1223 

1182 

16  Jun 

22  Jun 

1223 

1162 

2 

X 

X 

X 

30  Sep 

X 

1223 

1190 

In  FY  <16  BmlHi't 

1201 

1194 

(Dec  1964) 

1201 

1155 

Actual 

1206 

1172 

Fiscal  Year 

•  1966 

ti  FY66  Dud);ot 

1205 

1169 

(Dee  1964) 

1205 

1134 

1 

14  Jun  63 

1217 

1153 

30  Jun 

13  Jul 

1217 

1153 

2 

X 

X 

X 

30  Sep 

X 

1217 

1153 

In  FY  67  Budget 

1378 

14S3 

(Doc  1965) 

1391 

1467 

3 

0  Jan  66 

1391 

1667 

10  Jan 

13  Jan 

1217 

1353 

4 

X 

X 

X 

13  Jan 

18  Jan 

1391 

1667 

3 

21  Feb  66 

1410 

1714 

28  Feb 

3  Mar 

1410 

1701 

6 

24  Mar  66 

1410 

1501 

19  Apr 

26  Apr 

1410 

1501 

7 

13  May  66 

1410 

1528 

17  May 

27  May 

1410 

1528 

8 

27  May  66 

1410 

1532 

Returned 

Actual 

1405 

1506 

Fiscal  Year  1967 

In  FY 

<17  Rudset 

1413 

1440 

(Dec  1965) 

1481 

1502 

1 

19  May  66 

1481 

1504 

30  Jun* 

1  Jul 

1061 

1061 

2 

13  Oel  66* 

UlGl 

1061 

21  Oct* 

27  Oct 

1061 

1061 

In  FY  «58  Ru('<i*l 

1336 

1733 

(IXjc  1%6) 

1511 

1548 

3 

27  IX'C  66* 

1094 

1278 

29  Dee* 

4  Jan 

1094 

1278 

4 

2  Mar  67* 

1127 

1328 

8  Mar* 

10  Mar 

1127 

1326 

22  Mar  67 

1555 

1700 

30  Mar 

4  Apr 

1550 

1686 

<1 

20  Apr  <>'■ 

1595 

1753 

Withdrawn 

7 

1  May  67 

1613 

1771 

4  May 

10  May 

1613 

1771 

.Actual 

1553 

1707 

•Not  for  full  fiscal  year:  ropresonts  nine  months  pruitram. 
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TABLK  n-2  (Continued) 

Service  Hoquost  OSH/BOR  A}iprovc‘d 

Serial  Net  Date  ~  Not 


No. 

Date 

.S.alcs 

Obligations 

OSD 

ROB 

Ralc.s 

Oblitjations 

Fiscal  Year  19G8 

In  FY  G8  Budget 

1G28 

1630 

(Dee  1966) 

1602 

1.587 

1 

8  Jun  G7 

2010 

20r.4 

30  Jun 

30  .lun 

l‘)SG 

1915 

in  FY  G9  Rudget 

1919 

2ltt2 

(Dec  1967) 

1914 

1908 

2 

22  Nov  G7 

1919 

2032 

25  Jan 

31  J:m 

1914 

lots 

3 

IG  Mar  G8 

1849 

19G7 

22  .M.ar 

27  M.ar 

tSl!) 

1908 

4 

23  Apr  GS 

1S49 

15)  IS 

Itotunied 

4 

5  Jun  Gb 

1818 

1902 

26  Jun 

2S  Jun 

1819 

1901 

Actual 

1K05 

1874 

Fisc.!!  Year  19i>9 

In  FY  G9  Budget 

2.G94 

2598 

(Dec  19G7) 

2585 

2418 

1 

5  Jun  G8 

2508 

2522 

26  Jun 

.8  Jul 

2508 

2322 

In  FY  70  Budget 

2528 

2538 

(Dee 

196.8) 

2319 

226.5 

2 

14  J.an  09 

2349 

2265 

27  Jan 

3  Feb 

2349 

226.5 

3 

20  Mar  G9 

2413 

2412 

8  Apr 

1  Ipr 

2413 

2347 

.Actual 

2277 

2220 

Fiscal  Year  1570 

In  FY  70  Budget 

2917 

3025 

(Dec  1968) 

2910 

2762 

1 

IG  Jun  G9 

2852 

2910 

25  Jun 

1  Jul 

2852 

2723 

2 

3  Get  G9 

27G7 

2597 

15  Oct 

21  Oet 

2767 

2597 

In  FY  71  Budget 

237G 

2373 

(Di'c 

1969) 

2192 

2117 

f.  The  initial  FY  69  apportiouroent  was  revised  only  once  during  the  year,  in  March 
following  the  midyear  review.  This  adjustment  was  a  relatively  small  increase  in  both  sales 
and  obligations.  The  actual  sales  at  the  end  of  the  year  were  $100  million  lower  than  the  initial 
apportionment  program,  but  obligations  were  $97  million  higher,  with  a  $269  million  reduction 
in  net  investment. 

3.  NAVY  STOCK  FUND 

a.  Table  B>2  portrays  the  requested  and  approved  progrrms  in  the  same  manner  as 
the  Army  programs  were  presented  in  the  preceding  section. 

b.  The  FY  65  program  for  the  Navy  Stock  Fund  was  stable  and  was  not  really  aflecied 
by  developments  in  Vietnam.  The  im|)act  in  FY  66,  how'ever  resulted  in  tour  rcappmtioiunents 
providing  program  increases  between  January  and  May  1960.  Ttiese  Included  a  S[x>cial  author¬ 
ization  of  $200  milliou,  withdrawn  after  eiuctrnenl  of  the  supploinent.-.l  appropriation  in  March, 
to  finance  ordering  of  construction  materials  in  advance  of  the  availability  ot  aciditional  appro¬ 
priations  for  military  construction  in  Vietnam. 
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c.  As  lioscniiod  tti  the  soction  discussing  ttie  Army  program,  the  initial  apportionment 
for  FY  67  was  on  ;i  nine  months  basis.  Significant  program  increases  were  processed  at 

the  oiul  of  Dfcemlx'r  and  in  early  March  Itefore  the  program  vas  increased  at  the  end  of  Mareh 
to  cover  tlie  full  year.  A  further  increase,  only  a  small  part  of  which  was  refleeted  in  the  actual 
results  at  the  enct  of  the  year,  was  processed  in  May.  At  tlie  end  of  the  fiscal  year,  the  net  in¬ 
vestment  increase  was  $154  million,  compared  to  an  increase  of  $37  million  planned  in  the  bud¬ 
get  review  in  the  second  quarter. 

(I.  Tlie  program  in  the  initial  FY  68  apportionment  in  June  1967  was  considerably  higher 
than  the  program  for  tiie  preceding  year,  due  to  procedural  changes  in  stock  fund  utilization. 
Three  roapporiionments  were  processed  during  the  last  half  of  the  fiscal  year,  which  reduced 
the  estimated  sales  but  did  not  change  the  total  obligations  approved.  Substantially  increased 
requirements  for  Da  Nang  were  provided,  however,  with  offsetting  reductions  in  other  areas. 

At  ttic  end  of  the  fiscal  year,  a  net  investment  increase  of  $69  million  had  occurred,  although 
a  decrease  of  $6  million  was  planned  in  Uie  budget  review  in  the  second  quarter.  Most  of  the 
ctiange  was  due  to  increasing  the  piiwline  to  Da  Nang. 

e.  The  FY  69  program  was  adjusted  by  two  reapportionments  during  the  year.  The  first 
was  made  at  the  end  of  January  and  reduced  both  tlie  estimated  sales  and  obligations.  The 
second  was  an  increase  made  in  April  to  cover  the  anticipated  effect  of  procedural  changes  but 
proved,  in  fact,  to  be  neither  needed  nor  used.  The  actual  net  investment  decrease  during  the 
year  of  $48  million  was  somewhat  less  than  the  $84  million  which  had  been  planned  in  the  budget 
review  in  tlie  second  quarter.  In  the  management  of  the  depot  stocks  of  both  ships  i>art5  and 
electronics,  the  inventory  control  points  W’ere  under  continuing  financial  pressures  to  meet  the 
program  obji'Ctives  approved  by  OSD. 

4.  MARfNE  CORPS  STOCK  FUND 


a.  Tabic  B-3  presents  the  Marine  Corps  Slock  Fund  programs. 

b.  In  FY  65,  a  small  increase  in  issues  from  the  Marine  Corps  Stock  Fund  took  place 
in  the  latter  part  of  the  year  and  corresponding  Increases  In  obligation  authority  were  provided 
in  reapportionnients  during  April  and  May.  The  Initial  apportionment  at  the  beginning  of  FY  66 
was  based  on  the  pre-Vietnam  budget  program.  The  greatly  increased  requirements  were 
recognized  in  the  budget  review  in  the  fall  of  1965  and  authorized  In  a  reapportionment  In 
January.  Additional  obligation  authority  was  provided  in  rcapportionments  during  April  and 
June,  although  actual  sales  did  not  reach  the  levels  estimated  in  the  second  quarter  of  the  year. 
At  the  end  of  the  year,  the  actual  net  investment  increase  amounted  to  $75  million. 

c.  The  initi.il  apportionment  for  FY  67,  in  June  1966,  covered  only  a  nine  months 
estimate,  as  in  the  ease  of  all  other  stock  funds.  A  substantial  program  increase  was  processed 
in  Docemb  r,  after  the  fall  budget  review,  and  the  reapportionnient  to  cover  the  full  year  was 
proces.scd  at  the  end  of  Mareh.  Actual  sales  for  the  fiscal  year  were  substantially  less  than 

had  been  projected,  so  that  a  net  Investment  increase  of  $49  million  occurred  when  an  Increase 
of  $11  million  had  been  approved  in  the  budget. 

d.  The  initial  apportionment  for  FY  66  was  based  on  the  higher  rate  of  sales  that  had 
been  estimated  in  the  spring  of  1967,  but  also  provided  for  a  substantial  reduction  In  the  CONUS 
inventory  levels  which  were  in  excess  of  computed  requirements.  In  March  1968,  the  reappor- 
tionmeiit  following  (he  midyear  review,  w.as  based  on  a  much  lower  sales  estimate,  with  a 
relatiwly  small  decrease  in  the  obligations  authorized.  Procurement  during  the  early  part  of 
the  fiscal  year  had  proceeded  so  rapidly,  however,  before  requirements  were  adjusted  to  refleet 
the  actual  rates  of  demands  and  issues  in  calendar  year  1967,  that  funding  authority  was  fully 
committed  early  in  the  fourth  quarter.  On  3  May  1968,  OSD  was  advised  that  procurements  of 
urgently  needed  Hems  could  not  be  made  and  that  troop  support  would  be  In  jeopardy  unless 
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TABLE  B-3 

MARINE  CORPS  STOCK  FUND  PROGRAMS 
(In  Millions  of  Dollars) 


Serial 

No. 

Date 

Service  Request 

Net 

Sales  Obligations 

OSD/BOB  Approved 
Date  Net 

OSD  BOB  Sales 

Fiscal  Year  1965 

In  FY65  Budget 

131 

149 

(Doc 

1963) 

131 

1 

11  Jun  64 

130 

119 

16  Jun 

22  Jun 

130 

2 

13  Oct  64 

130 

124 

29  Oct 

5  Nov 

130 

In  FY  66  Budget 

130 

134 

(Dec 

1964) 

130 

3 

1  Apr  65 

130 

123 

8  Apr 

21  Apr 

130 

4 

11  May  65 

133 

125 

27  May 

2  Jun 

133 

Actual 

135 

Fiscal  Year  1966 

In  FY  66  Budget 

133 

136 

(Doc 

1964 

133 

1 

14  Jun  65 

133 

121 

30  Jun 

13  Jul 

133 

2 

8  Oct  65 

133 

126 

12  Oct 

15  Oct 

133 

In  FY67  Budget 

188 

240 

(Dec 

1965) 

205 

3 

6  Jan  66 

205 

224 

13  3i  i  .  . 

18  Jan 

205 

4 

24  Mar  GS 

205 

244 

6  Apr 

8  Apr 

205 

5 

18  May  66 

226 

288 

3  Jun 

10  Jun 

226 

Actual 

193 

Fiscal  Year  1967 

In  FY  67  Budget 

225 

260 

(Doc 

1965) 

225 

1 

13  May  6G 

261 

211 

30  Jun* 

1  Jul 

189 

2 

21  Oct  66* 

189 

156 

31  Oct* 

4  Nov 

169 

3 

9  Nov  66* 

235 

169 

8  Dec* 

13  Doc 

238 

In  FY68  Budget 

324 

373 

(Dec 

1966) 

315 

4 

22  Mar  67 

315 

336 

30  Mar 

4  Afir 

315 

5 

3  Jun  57 

315 

336 

Withdrawn 

Actual 

253 

‘Not  for  full  fiscal  year;  represents  nine  months  proRrair. 


Obligations 

120 

119 

119 

123 

123 

125 

123 

121 

121 

121 

224 

224 

244 

268 

268 

191 

156 

156 

261 

32G 

336 

302 
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TABLK  a-3  (Continued) 


St^ice  HiMiuest  OSD/BQB  Approved 


Sci'lul 

Net 

Date 

Net 

No 

l>ate 

S;iles 

ObligatliHis 

OSD  BOB 

Sales 

Oblicntions 

Fiscal  Year  1908 


In  FY  fiH  Budget 

31i 

309 

(Dec  1966) 

311 

309 

1 

3  Jun  67 

330 

304 

30  Jun  30  Jun 

330 

267 

2 

X 

X 

X 

X  29  Dec 

330 

267 

In  FY  69  Budget 

285 

283 

(Dec  1967) 

243 

232 

3 

21  Mar  69 

272 

2G6 

27  Mar  29  Mar 

243 

251 

4 

3  May  68 

243 

286 

Returned 

Actual 

250 

237 

Fiscal  Year  1969 

In  FY  69 

Budget 

270 

327 

(Dee  1967) 

246 

244 

1 

24  Jun  68 

251 

234 

29  Jun  8  Jul 

251 

231 

In  FY  70 

Budget 

251 

234 

(Dec  1968) 

251 

236 

o 

14  Jon  69 

251 

236 

31  Jan  17  Feb 

231 

236 

3 

1  Apr  69 

260 

253 

Returned 

4 

16  Jun  69 

260 

253 

Returned 

259 

243 

Actual 

263 

235 

FIs. 

;al  Year  1970 

tn  FY  70 

Budget 

296 

323 

(Dec  1968) 

258 

241 

1 

16  Jun  69 

270 

244 

25  Jun  1  Jul 

262 

245 

3  Oct  r.9 

254 

235 

15  Oct  30  Oct 

254 

235 

In  FY71 

Budget 

273 

291 

(Dec  7.969) 

253 

255 

immediate  funding  relief  was  granted.  ^  The  OSD  disapproval  of  this  request  was  based  primarily 
oil  a  determination  that  the  recorded  reservations  cf  funds  included  such  large  amounts  that 
could  not  result  in  obligations  prior  to  30  June  that  ample  obligation  authority  was  really  avail¬ 
able  to  cover  all  the  requirements.  ^  it  was  also  pointed  out  that  consideration  had  to  be  given 
in  initiating  procurements,  to  the  program  reductions  in  prospect  for  FY  69.  Although  the 
correctness  of  the  OSD  analysis  cannot  be  disputed,  using  hindsight,  the  Marine  Corps  was 
required  to  undertake  difficult  reprogramming  actions  There  is  little  doubt  that  needed  pro¬ 
curements  we."e  cuit.uled  and  deferred  during  thl«  difficult  period.  The  in.perfect  manner  In 
which  the  reprogramming  was  accomplished  Is  Ulnstrated  by  the  fact  that  actual  obligations  at 
the  end  of  the  fiscal  year  were  $11  million  less  than  the  $251  million  authorized.  Because  of 


^A-islstant  .-■'•crotniy  of  ihc*  Nav?*  (Financial  Maiui»;e»nt*nl)  Memorandum,  subject:  Request  for  Addition.^! 
ijtillgatlonal  Authority  ami  ash  for  Marine  ("ofiw  Stock  Fund,  3  May  1968. 

"’.As.-iistant  St'cretary  of  IX»fense  (Comptroller)  Meinorindum,  subject:  Request  for  Additional  Obligational 
.Authority  and  cash  for  Marine  Corps  Stock  Fu.kJ.  16  May  1968. 
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this  shortfall  and  some  increase  in  sales  recorded  at  the  end  of  the  year,  tlie  actual  net  invest¬ 
ment  reduction  for  FY  68  was  $13  million.  The  budget  had  projected  a  reduction  of  only  $11 
million. 


e.  In  FY  69,  the  program  in  the  initial  apporti(»ment  reflected  estimated  sales  and 
authorized  obligations  somewhat  lower  than  were  actually  reported  at  the  end  of  the  year.  The 
only  reapportionment  followed  the  midyear  review  and  approved  the  slight  increase  in  obliga¬ 
tions.  A  reprogramming  action  in  June  approved  a  further  increase  in  both  sales  and  obli¬ 
gations,  although  no  reapportionment  was  made.  The  actual  net  investment  reduction  at  the  end 
of  the  year  was  $28  million,  exceeding  the  reduction  of  $20  million  programmed  in  the  initial 
apportionment  and  the  revised  reduction  of  $16  million  planned  in  the  fall  budget  review.  Al¬ 
though  inventories  on  hand  were  still  very  high,  the  stratifications  at  the  end  of  FY  69  indicated 
that  $112  million  of  the  material  in  the  Stock  Fund  was  in  long  supply  and  not  applicable  to 
requirements.  A  substantial  part  of  this  materiel  apparently  was  derived  from  the  net  inventory 
investment  made  in  FY  66  and  FY  67. 

5.  AIR  FORCE  STOCK  FUND 

a.  The  Table  B-4  present  the  Air  Force  Stock  Fund  programs. 

b.  The  FY  65  program  for  the  Air  Force  Stock  Fund  was  quite  stable.  Although  a 
reapportionment  was  processed  in  May,  the  actual  results  at  the  end  of  the  year  were  consistent 
with  the  Initial  apportionment  made  in  June  1964.  in  FY  66,  a  moderate  program  increase  was 
approved  in  March,  following  the  midyear  review.  The  actual  totals  reported  at  the  end  of  the 
year  were  almost  identical  with  the  midyear  review  estimates. 

c.  The  Initial  program  for  FY  67  was  established  on  a  nine  months  basis,  as  for  the 
other  Service.  An  Interim  increase  was  processed  In  February  1967,  prior  to  approval  of  the 
program  for  the  full  year  at  the  end  of  March.  Further  increases  were  made  in  May  and  Ju.ie 
O';  the  basis  of  specifically  identified  higher  requirements  for  fuels  and  related  items,  including 
herbicides.  Actual  sales  were  greater  than  had  been  estimated  so  that  the  net  investment  in- 
Ci'ease  of  $46  million  at  the  end  of  the  fiscal  year,  although  slightly  higher  than  the  estimate 
approved  in  the  budget  review  In  the  second  quarter,  was  considerably  lower  than  in  the  pro¬ 
grams  approved  in  May  and  June. 

d.  Very  little  of  the  Air  Force  Stock  Fund  was  subject  to  apportionment  in  FY  68.  The 
approved  programs  were  adjusted  upward  in  the  fall  budget  review  and  twice  in  the  second  half 
of  the  fiscal  year,  In  March  and  June.  Both  actual  sales  and  obligations  reported  at  the  end  of 
the  year  were  consld^>rably  greater  than  the  program  estimates  in  June.  The  net  investment 
Increase  of  $141  million  made  during  the  year  exceeded  the  Increase  of  $89  million  approved 

In  the  Budget,  but  was  only  slightly  higher  than  the  $125  million  increase  reflected  In  the 
revised  program  approved  in  June.  Af^ortionment  for  FY  69  cover  only  the  Medical-Rental 
Division  and  the  new  General  Support  and  Systems  Support  Divisions.  The  net  sales  in  the  new 
divisions  were  overestimated  In  ^e  Initial  apportionment  and  were  revised  downward  in  three 
re  apportionments  In  March,  April  and  June.  The  authorir^jd  obligations  were  sharply  reduced 
In  March  following  the  midyear  review,  but  a  large  part  oi  the  reduction  was  restored  in  April 
and  June.  For  these  divisions,  the  actual  sales  and  obligations  uere  considerably  lower  than 
the  approved  program,  but  the  net  investcient  Increase  of  $27  million  was  substantially  t^c 
amount  recognized  In  Jur.e.  At  the  time  of  the  midyear  review  a  net  Investment  reduction  of 
$259  million  In  these  divisions  had  been  programmed  and  was  later  deferred  to  be,  in  effect, 
a  part  of  the  reductions  planned  for  FY  70  and  FY  71.  The  other  divisions  actually  realized 
greater  sales  than  were  initially  programmed,  with  substantially  the  same  obligations  in  total, 
so  that  a  net  Investmert  reduction  of  $99  million  occurred  during  the  year.  The  Air  Force 
Stock  fund  as  a  whole  reported  a  net  Investment  reduction  of  $72  million  for  the  year.  In  FY 
70,  exemption  of  the  Medical  Dental  Division  from  apportionment  became  effective. 
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TAHLK  ll-  l 

Mil  FiMU'K  STOCK  KI  ND  l>UOCKAMS 
(In  Mdliuns  of  Dollars) 


SorvU'o  1 

loquos* 

OSD/BOB  Approved 

So 

rial 

Nor 

Date 

Net 

No. 

l^lo 

Salt's 

Obllk'ations 

OSD 

BOB 

Sales 

Obll(tatlons 

Fiscal  Year  J965 

In 

KY 

lllhik'fl 

la**! 

1375 

(IV. 

1963) 

1355 

1349 

1 

X  May  »i4 

1344 

1358 

II 

Jun 

IS  Jun 

1344 

1349 

- 

\ 

\ 

X 

30 

St‘|) 

X 

1344 

1355 

tn 

KY  t'.ii 

Ikut^L't 

1363 

1367 

(IVc 

1964) 

1363 

1368 

V 

17  Fot>  •>') 

I31‘» 

1342 

12 

.\l.r 

X 

1349 

1342 

3 

»>  May  tV'i 

1345 

1360 

2S 

May 

3  Jun 

1345 

1360 

•Ai'tual 

1346 

1357 

Fiscal  Year  1966 

(n 

KY 

Uuilyot 

13SO 

1361 

(Dec 

1964) 

1380 

1361 

1 

(>  May  03 

US'* 

1364 

8 

Jun 

10  Jun 

1365 

1357 

'I 

14  <U't  65 

1365 

1357 

18 

Oct 

21  Oct 

1365 

1357 

In 

KY  *'.7 

iku4:«,'t 

1440 

1453 

(Dec 

1965) 

1438 

1447 

3 

16  Fob  06 

1439 

1453 

7 

Mar 

10  Mar 

1428 

1441 

•1 

7  Apr  66 

142S 

1444 

14 

.Apr 

19  /Apr 

1428 

1444 

X 

4  May  66 

1430 

1437 

27 

May 

X 

1418 

1424 

Actual 

1424 

1465 

Fiscal  Year  196 

7 

In 

FY  •): 

Kuitktot 

1509 

1519 

(Dec 

1963) 

1511 

1524 

1 

4  Mav  66 

1535 

1555 

30 

Jun* 

1  Jul 

1147 

1160 

I**  Ool  or* 

1147 

1160 

34 

Oct* 

27  Oct 

1147 

1160 

•  In  F  Y  •>  • 

i  llinlgtS 

1565 

1601 

(Dec 

1966) 

1548 

1584 

3 

10  Fob  67* 

1194 

1316 

28 

Feb* 

7  Mar 

1194 

1216 

4 

15  Fob  67 

ir,T2 

1607 

30 

Mar 

4  Apr 

1572 

1604 

il  l  Mav  67 

lasO 

1619 

31 

May 

6  Jun 

1580 

1649 

\\ 

14  Jiin  67 

15SO 

1661 

19 

Jun 

21  Jun 

1580 

1661 

.\ctual 

1647 

1693 

•Not  for  full  (is  mI  viMi';  ri'(*ri*sfiit,s  nliu*  monihs  proktram 
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TABLE  B- 

•4  (Continued) 

Service  Request 

OSn/BOB  Approved 

Serial 

Net 

Date 

Net 

No. 

Date 

Sates 

Ob.lgatlons 

OSD 

BOB 

Sales 

Obligations 

Fiscal  Year  1968 

In  FY68 

Budget 

1689 

1693 

(Dec 

li)66) 

1626 

1630 

X 

24  May  67 

2478 

2690 

8  Jun 

X 

2478 

2542 

X 

Jun  67 

1769 

1718 

1  Jul 

X 

1769 

1695 

X 

? 

1769 

1718 

? 

X 

1769 

1718 

1 

20  Oct  67 

1806 

1760 

27  Oct 

i;j  Nov 

1806 

1755 

In  FYCn 

Budget 

1810 

1904 

(Dec 

1967) 

1776 

1865 

2 

16  Feb  68 

1799 

1926 

29  Mar 

3  Apr 

1799 

1926 

3 

28  May  68 

1B6G 

2002 

Betumed 

X 

X 

X 

X 

19  Jun 

X 

1866 

1991 

Actual 

1924 

2065 

Fiscal  Year  1969 

In  FY  69 

Budget 

3742 

3492 

(Dec 

1967) 

3601 

3355 

1 

28  May  68 

303'* 

3488 

19  Jun 

8  Jut 

3627 

3375 

In  FY  70 

Budget 

3590 

3520 

(Doc 

1968) 

3503 

3350 

2 

4  Mar  69 

3503 

3350 

19  Mar 

24  Mar 

3503 

3350 

3 

22  Mar  69 

3418 

3370 

17  Apr 

28  Apr 

3431 

3333 

4 

4  Jun  69 

3415 

3354 

12  Jun 

19  Jun 

3415 

3354 

Actual 

3360 

3288 

Fiscal  Year  1970 

In  FY70 

Budget 

3952 

3745 

(Dec 

1968) 

3864 

3.592 

1 

26  May  69 

3640 

3635 

20  Jun 

4-  ■  Jun 

3640 

3226 

In  FY71 

Budget 

3412 

3074 

(Dec 

1969) 

3352 

3032 

6.  defense  stock  fund 

a.  Table  B--5  presents  the  aggregate  program  for  the  Defense  Stock  Fund. 

b.  The  program  Initially  apportioned  for  FY  65  was  increased  in  relatively  smail 
amounts  three  times  between  January  and  April  1965.  Another  reupportionment  in  June  in¬ 
creased  the  commitment  authority.  As  sales  Increased  during  May  and  June  with  escalating 
demands,  Informal  approval  was  given  by  OSD  to  incur  additional  obligations  against  the  com¬ 
mitment  authority.  At  the  end  of  the  year,  actual  net  sales  were  up  $68  milHon  from  the  esti¬ 
mates  In  the  budget  review  In  the  second  quarter  and  actual  obligations  were  up  $129  milllou. 

c.  The  initial  apportionment  for  FY  66  reflected  the  level  of  sales  apparent  in  Juno 
1965  and  the  Inventory  drawdown  which  was  planned  In  the  pre- Vietnam  iieriod.  Large  program 
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TABLE  B-5 

DEFENSE  STOCK  FUND  PROGRAMS 
(In  Millions  of  Dollars) 


Service  Request 

OSD/BOB  Approved 

Serial 

Net 

Date 

Net 

No.  Dete 

Sales  Obligations 

OSD 

BOB 

Sales 

Fiscal  Year  1965 

In  FY  65  Bi’.dget 

1856 

1856 

(Dec  1963) 

1772 

1  5Jun64 

1811 

1671 

11  Jun 

24  Jun 

1811 

2  21  Sep  64 

1811 

1671 

23  Sep 

29  Sep 

1811 

In  FY  66  Budget 

1808 

1727 

(Dec  19f  4) 

1808 

3  7  Jan  65 

1808 

1734 

11  Jan 

18  Jan 

1808 

4  2  Mar  65 

1846 

1779 

4  Mar 

17  Mar 

1846 

5  8  Apr  65 

1826 

1804 

14  Apr 

20  Apr 

1828 

6  26  May  65 

1826 

1781 

2  Jun 

8  Jun 

1826 

1876 

Actual 

Fiscal  Year 

1966 

In  FY  66  Budget 

1805 

1818 

(Dec 

1964) 

1805 

1  3  Jun  65 

1909 

1757 

7  Jun 

11  Jun 

1909 

2  25  Aug  65 

2418 

2631 

10  Sep 

15  Sep 

2276 

3  23  Sep  65 

2278 

2307 

8  Oct 

12  Oct 

2276 

4  17  Nov  65 

2499 

2793 

IP  Nov 

28  Nov 

2499 

in  FY  67  Budget 

2666 

3207 

(Dec 

1965) 

2884 

5  29  Dec  65 

2664 

3138 

10  Jan 

17  Jan 

2684 

6  11  Feb  66 

2937 

3805 

24  Feb 

3  Mar 

2937 

7  30  Mar  66 

2937 

4686 

8  Apr 

8  Apr 

2937 

8  11  May  66 

2971 

4274 

12  May 

IP  May 

2971 

9  31  May  66 

2864 

4274 

3  Jun 

7  Jun 

2864 

Actual 

2913 

Ffacal  Year  1967 

In  FY  67  Budget 

2851 

2664 

(Dec 

1965) 

3003 

1  15  Jun  68 

4278 

3402 

30  Jun* 

1  Jul 

3210 

2  21  Sep  86* 

3210 

2973 

27  Sep* 

5  Oct 

3210 

3  19  Dec  86* 

3093 

3734 

29  Doc* 

3  Jan 

3093 

In  FY  68  Budget 

4508 

5130 

(Dec 

;  1966) 

4396 

4  18  M&r  67 

4096 

4484 

30  Mar 

4  Apr 

4096 

3976 

Actual 

•Not  for  full  flacal  year;  represents  nine 

m.>nthR  program. 

Obligattona 


1628 

1671 

1871 

1697 

1734 

1779 

1781 

1781 

1828 


1874 

1757 

2307 

2307 

2793 

3118 

3138 

3699 

4374 

4274 

4274 

4246 

2893 

2973 

2973 

3734 

4S88 

4484 

4310 
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TABLE  B-5  (Continued) 

Service  Request  OSD/BOB  Approved 

Serial  Net  Date  Net 


No. 

Date 

Sales 

Obligati  ais 

OSD 

BOB 

Sales 

Obligations 

Fiscal  Year  1968 

In  FY  68  Budget 

4577 

5661 

(Dec 

1966) 

4355 

4150 

1 

19  Jun  67 

4267 

3542 

30  Jun 

30  Jun 

4267 

3213 

2 

15  Sep  67 

4267 

3562 

28  Sep 

11  Oct 

4267 

3562 

In  FY  69  Budget 

3810 

3446 

(Dec 

1967) 

3500 

3100 

O 

o 

X 

X 

X 

7  Feb 

13  Feb 

3500 

3100 

4 

X 

X 

X 

21  Feb 

21  Feb 

3500 

3150 

5 

X 

X 

X 

7  Mar 

8  Mar 

3515 

3157 

6 

12  Mar  68 

3741 

3434 

22  Mar 

27  Mar 

3722 

3379 

Actual 

3779 

3319 

Fiscal  Year  1969 

In  FY  89  Budget 

3899 

3865 

(IDec 

:  1967) 

3600 

3265 

1 

12  Jun  68 

3722 

3283 

29  Jun 

8  Jul 

3722 

3183 

2 

X 

X 

X 

17  Jul 

22  Jul 

3730 

3191 

3 

19  Sep  68 

3737 

3290 

30  Sep 

8  Oct 

3737 

3290 

In  FY  70  Bud-  ' 

3871 

3553 

(Dec 

1  1968) 

3825 

3459 

4 

12  Dee  68 

3825 

3459 

23  Dec 

30  Dec 

3825 

3459 

5 

X 

X 

X 

22  .\pr 

28  Apr 

3625 

3259 

Actual 

3536 

3178 

Fiscal  Year  1970 

In  FY  70  Budget 

3758 

3625 

(Dec 

^  1968) 

3742 

3544 

1 

13  Jun  69 

3624 

3325 

23  Jun 

26  Jun 

3624 

3325 

2 

3  Oct  69 

3513 

3150 

16  Oct 

21  Oct 

3513 

3150 

In  FY  71  Budget 

3394 

3086 

(Dec 

:  1969) 

3208 

2815 

augmentations  were  then  approved  In  September  and  November  as  escalating  requirements  were 
identified.  Reaj^rtlonments  processed  in  January,  February,  and  Aprii  amounted  to  relatively 
large  program  increases.  Two  more  reapportionments  in  May  and  June  provided  additional 
commitment  authority.  By  the  end  of  the  fiscal  year,  the  actual  net  sales  of  $2,923  miiiion  were 
$1,014  million  higher  than  in  the  initial  aj^rtionment  program  and  actual  obligations  were 
$2,489  million  higher.  The  actual  nei  investment  Increase  for  the  year  was  $i;  323  million. 

d.  In  FY  67  the  initial  nine  months  apportionment  was  revised  at  the  end  of  December 
to  provide  a  substantial  increase  in  obligation  authority,  including  $200  miiiion  for  augmen¬ 
tation  of  mobilization  reserve  stocks.  The  reapportionment  to  cover  the  full  year  was  made  at 
the  end  of  March.  Because  demands  and  sales  in  the  last  half  of  the  fiscal  year  failed  to  reach 
the  levels  projected  in  the  budget  review  during  the  second  quarter,  the  obligation  authority 
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'Authorized  was  not  fully  used.  The  actual  net  investment  increase  of  $334  million  duing  the 
year,  however,  exceeded  the  $192  million  increase  planned  in  the  Budget. 

The  initial  apportionment  for  FY  68  in  June  1967  reflected  a  higher  sales  estimate  but  a 
'''.ubstnntial  inventory  drawdown,  based  on  the  lower  demand  levels  being  experienced  and  the 
estimated  extent  to  which  materiel  hand  and  on  order  could  be  reduced,  including  a  reduction 
related  to  Project  683.  Increased  obligation  authority  was  provided  in  September,  but  a 
reapportionment  in  February  based  on  the  fail  budget  review  took  away  an  even  larger  amount. 
Small  increases  in  obligation  authority  were  provided  in  reapportionments  later  in  February 
and  in  early  March,  before  a  further  adjustment  in  March  recognized  that  both  sales  and  obli¬ 
gation  requirements  had  been  significantly  underestimated.  At  the  end  of  the  fiscal  year,  with 
the  higher  sales,  the  actual  net  investment  reduction  was  $460  million,  compared  to  a  $400 
million  reduction  in  the  Budget. 

e.  The  initial  apportionment  for  FY  69  reflected  total  sales  at  the  level  for  the  pre¬ 
ceding  year  and  a  net  Investment  reduction  of  $539  million.  Reapportionments  in  July  covered 
the  addition  of  a  program  for  Defense  Atomic  Support  Agency  and  in  September,  the  Edition  of 
a  program  for  National  Security  Agency  plus  oUigation  authority  to  offset  the  larger  than 
planned  Investment  reduction  in  FY  68.  A  further  increase  In  the  program  was  made  in  Decem¬ 
ber  following  the  fail  budget  review.  When  it  later  became  evident  that  demands  and  procure¬ 
ment  requirements  had  been  overestimated  at  that  time,  a  reapportionment  reducing  the  program 
was  processed  in  April.  The  actual  results  at  the  end  of  the  year  were  still  lower  anl  tlie  actual 
net  investment  reduction  for  the  year  was  $358  million.  Of  the  total  DSA  inventory  on  hand  at 
the  end  of  the  fiscal  year,  $797  million  was  stratified  as  long  supply.  Some  part  of  this  long 
supply  stock  had  been  received  as  capitalizations  when  items  were  transferred  to  DSA  for 
man^ment  between  1962  and  1969.  Some  part  also  resulted,  however,  from  the  large  net 
inventory  investment  increased  made  in  FY  66  and  FY  67. 

7.  DP  FORM  1105  FORMAT 


a.  A  copy  of  an  approved  apportionment  is  enclosed.  Table  B-6  Illustrates  the  defi¬ 
ciencies  of  DOD  Form  1105  (Figure  B-1)  to  record  the  submission  and  approval  of  a  Stock  Fund 
financial  program. 

b.  Lines  1  throu^  6  of  the  form  represent  a  technical  presentation  of  the  amount 
available  for  apportionment.  The  amount  is  determined  in  a  somewhat  complex  mar*ner  but 
has  no  significance,  since  line  6  is  ordinarily  forced  to  be  equal  to  the  amount  apportioned  on 
line  7. 


c.  The  significant  figures  on  the  form  are  really  limited  to  Uie  apportionment  on  line 
7  and  the  footnote  which  meets  the  statutory  requirement  for  approval  of  the  amount  of  sales 
anticipated  In  accordance  with  10  U.S.C.  2210(b)* 

d.  By  transferring  the  date  and  signature  blocks  to  a  form  more  or  less  equivalent  to 
the  supporting  schedule  which  is  attached  to  the  DD  Form  1105,  the  Form  itself  would  be  made 
unnecessary.  In  faci,  it  Is  only  in  the  suf^rting  schedule  that  it  Is  possible  to  identify  what 
the  financi^  program  for  any  stock  fund  is  or  how  it  was  determined. 
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TABLE  B-6 

DEFENSE  STOCK  FUND 
INITIAL  FY  1970  FINANCIAL  PROGRAM 
(Millions  of  Dollars) 


Item 

Sales 

Obligation 

Authority 

Commitment 

Authority 

Total 

Fuiiding 

Clothing 

710.0 

611.0 

110.0 

721.0 

Medical 

231.0 

209.0 

40.0 

249.0 

Subsistence 

1,240.0 

1,237.0 

75.0 

1,312.0 

Ceneral 

476.0 

431.4 

110.0 

541.4 

Industrial 

274.0 

236.0 

40.0 

276.0 

Construction 

364.0 

329.0 

77.0 

406.0 

Electronics 

289.0 

232.0 

45.0 

277.0 
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B-19 


FINANCIAL  MANAGEMENT 


APPORTtONMENT  AND  REAPPORTIONMfNT  SCHEDULE 

*ppnopiti*r>OH  uoiAL  MO. 

FY 

!nC€^I? 

HQ.  or 

SMELTS 

(OBLIGATION  BASIS} 

.. . -  1 

1 

1971) 

1 

1 

Tsiuev  - 

OepartmF.V  of  Defense 

keeMOOHIATIOM  TITLI  A)«D  LVUSOL 

DEFENSE  STOCK  FUND 

COHPOMtMT 

DEFENSE  SfiPfLY  ACENCY 

97x4961 

oesem^iiOH 

oo  i  loi 

ft 

*  ivBMirrcoiT 
COMMHffMT 

AEOUIiTED  BV 
lEC  OtF 

A 

ACTION  IT  aUKCAU 
OF  THC  aUOOCT 

AMOUNTS  mVAILASLI  FOR  APPORTIONmEMI 

1.  Nia  ORlWATlOMAlTi'wTMOaHT-  TOTAL 

A,  AAPHOAAIATK.Mi  ■CAUITKO 

a.  APrAOAAIATMM  ANTICIPATCO.'MXIaiIaJ 

c.  OTHC<«  NCR  AUTHOftI  2  AtlONi 

}.  UNOaitCATIO  SAlAMCk  •  TOTAL 

-ft/i/..rinf).ono 

-R44.00D.O00 

-844.000.000 

A,  aAO«MHT  AOaeAAO  JLLT  < 

•  7/k',  rif  kD  riHrt 

-/<'i.'*.n00.000 

-744.000.000 

-  lOO.rKiQ.ooo. 

,-100,000,000 

-100,000.000 

).  tlMUtUMlHTt  .'M  AMMOI  •  TOTAL 

■.666.500.000 

4  ,666,500.000 

A.  CAAMCOOA  ACCEIYCO 

BBB^^^HIi 

.  CMAMat  iM  uNrTkLCO  cuLTOMi»?~ 

— ?WWI*T»^eiATinifa*  rAAiii*or-  - 

O'  «•  ‘1 

1 

4.666^00.000 

bhbiHIIb 

4,  ■icoviaiit  OF  Paica  tcai  OiLiCATiOttt* 
TOTAL 

A.  ACTUAL 

^B|BBIBB 

a.  AHTKIPATCO 

_ 

S.  RdTOtATIONS  1*1  ANOtAiCItllONlANU 

OTNia  VRITE-OFFI  l-l 

4  TOTAL  AVAILaILI  poa  APPOtTlOttMtNT 

3,H22,'iOO.OOO 

3.822,500.000 

APPORTIOMMEKTS  AND  RESERVIl 

3. R7?. son. 000 

OaZCnXTnZBHZaBMHM 

rz- 

.  . 

HHHBIHB 

i^s^Bnnn 

^^BBlHBa 

rs 

bbbh^^h 

^^BBIBBI 

^bbbbBB 

^■BI^^^BB 

|ltESIt«lt«  TOTAL 

^b^bbib 

■  i  iiin  ■  ji  1  iiiiiiiiiiii  — 

1  C.  FOA  OTMCA  COHTIMatMCKS  • 

bbhhbb 

3. P22 .500.000 

■AJ'fWL)ALri'B 

nmmmm 

i/  Th«  anclelpated  relpibursenenca  Include 
'*  attimatcd  rclmburttole  lales  plus  $o062.4 
■lUlon  anticipated  in  accordance  with 

10  U.S.C.  2210(b), 

1/  Tha  Lftticl 
**  eatlmated 
$1,042.4  m 
accordance 

pated  reiaburaeneiits  include 
reinburaable  a  ales  plua 
lllon  anticipated  in 
with  10  U.S.C.  2210(b). 

1  — — ^  rnri'i  i‘  t  i  gg—— i 

ataPATME  rAaMMMF  OMN«r  •  ««»  CiApwi«»i 

(aliened)  Melvin  H,  Baker 
Comptroller 

Defense  Supply  Ap.encv 

— —  n .mil  1’  igg— — 

aPPMTWMM 

jMMTMe  IAwAmm*  •'Mao  M  laxiMa 

Don.  R.  Brazier 

Deputy  Aaalstanc  Secretary  of 

- 

VAva 

Jun  23  IW9 

««*NA«ME 

lfiHc*or!’Nai®un?l’  Security 
Prnera/ne  Dlvlzlon 

'“M105  ■  tP  •••  PM  M  IIPMN  «MC. 


nGURCB-l.  APPORTK)NMeNT  AND MCAPPOCmONMENT  FORM 


B>20 


APPENDIX  C 

LIST  OF  ACRONYMS  AND  ABBREVIATIONS 


AD  PS 

automatic  data  processing  systems 

AFLC 

Air  Force  Logistics  Command 

AID 

Agency  for  International  Development 

AMA 

Air  Materiel  Area 

AMC 

Army  Materiel  Command 

ARVN 

Army  of  the  Republic  of  Vietnam 

ASD(C) 

Assistant  Secretary  of  Defense  (Comptroller) 

AUTODIN 

Automatic  Digital  Network 

BOB 

Bureau  of  the  Budget 

BTC 

below  threshold  change 

CFMA 

Centralized  Financial  Management  Agency 

CG 

Commanding  General 

CINCPAC 

Commander  in  Chief,  Pacific 

CINCPACFLT 

Commander  in  Chief,  U.  S.  Pacific  Fleet 

CMC 

Commandant  of  the  Marine  Corps 

CNM 

Chief  of  Naval  Material 

CNO 

Chief  of  Naval  Operations 

COMSERVPAC 

Commander,  Service  Force,  U.  S.  Pacific  Fieet 

COMUSMACV 

Commander,  United  States  Military  Assistance  Command, 
Vietnam 

CONUS 

continental  United  States 

CY 

calendar  year 

DA 

Department  of  the  Army 

DCIA 

Deputy  Comptroller  >  Internal  Audit 

DCP 

Develc^ment  Concept  Paper 

C-3 


FINANCIAL  MANAGEMENT 


DCS 

DDR&E 

DGM 

DOD 

DODI 

DPM 

DSA 

DSU 

FLC 

FM 

FMF 

FMFPAC 

FMSO 

FSR 

FWMAF 

FY 

FYDP 

GAO 

GNP 

GOA 

GSA 

ICCV 

?c 

UL 

JCS 

JFM 

JLRB 

,»RDOD 

JSOP 

LCO-P 


Deputy  Chief  of  Staff 

Director  of  Defense  Research  and  Engineering 

Defense  Guidance  Meniorandum 

Depf;-  tmenl  of  Defense 

Department  of  Defense  Instruction 

Draft  Presidential  Memorandum 

Defense  Suppiy  Agency 

Direct  Support  Unit 

Force  Logistic  Command 

financial  management 

Fleet  Marine  Force 

Fleet  Marine  Force,  Pacific 

Fleet  M^erial  Suppiy  Office 

Force  Service  Regiment 

Free  World  Military  Assistance  Forces 

fiscal  year 

Five  Year  Defense  Program 
General  Accounting  Office 
gross  nalitmal  product 
General  Operating  Agency 
General  Services  Administration 
Inventory  Control  Center,  Vietnam 
industrially  funded 
instaUations  and  iogistics 
Joint  Chiefs  of  Staff 
Jotid  Force  Memorandum 
Joint  Logietlcs  Review  Board 

Joint  Reeearch  and  Ceveiopment  Objectives  Document 
Joint  Strategic  Objectives  Plan 

Logistic  Ccittrol  Office.  Pacific 
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MACV 

Military  Assistance  Command,  Vietnam 

MAF 

Marine  Amphibious  Force 

MAP 

Military  Assistance  Program 

MASF 

Military  Assistance  Service  Funded 

MILCON 

Military  Construction  > 

MILSTRIP 

Military  Stai>dard  Requisition  and  Issue  Procedures 

MLSF 

Mobile  Logistics  Support  Forces 

MPM 

Major  Prc^ani  Memcrandum 

NAVAIR 

Naval  Air  Systems  Comn.^nd 

NAVORD 

Naval  Ordnance  Sy^ems  Command 

NIF 

Naval  Industrial  Fund 

NRD 

n(xi-recurring  demands 

NRFO 

Navy  Regional  Finance  Office 

OASD(I&L) 

Office  of  the  Assistant  Secretary  of  Defense  (Installations  and 
Logistics) 

OASIS 

Army  Materiel  Command  Ownership  and  Accountability  of 
Super  High  Dollar  Value  Secondary  Items  in  Oversea  Theatre 
Depots 

oroR&E 

Office  of  Director  of  Defense  Research  and  Engineering 

OFFS 

Operating  Forces  Financial  System 

OPBud 

operating  budget 

OPTAR 

operating  targ^ 

O&M 

Operations  and  Maintenance 

OMA 

Operating  and  Maintenance,  Army 

OSD 

Office  of  tl;e  Secretary  of  Defense 

PACAF 

Pacific  Air  Force 

PACFLT 

Pacific  Fleet 

PAO 

Primary  Action  Officer 

P/BD 

Program/Budget  Decision 

PCD 

Program  Change  Decision 

PCR 

Program  Change  Request 

C-5 


FINANCIAL  MANAGEMENT 


PDM 

Program  Decision  Memorandum 

PLA 

Princlpie  Logistics  Agent 

POM 

Program  Objective  Memorandum 

PRIME 

Priority  Management  Efforts 

PPBS 

Planning,  Programming  and  Budgeting  System 

RD 

recurring  demands 

R&D 

Research  and  Development 

RUC 

Reporting  Unit  Code 

RVNAF 

Republic  of  Vietnam  Armed  Forces 

SCN 

Shipbuilding  ami  Conversion,  Navy 

SEA 

Southeast  Asia 

SECDEF 

Secretary  of  Defense 

SE  Asia 

Southeast  Asia 

TOA 

total  oUigational  authority 

TYCOM 

type  commander 

U.  S. 

United  States 

USAF 

United  St^es  Air  Force 

USARPAC 

U.  S.  Army,  Pacific 

USARV 

U.  S.  Army,  Vietnam 

USARYIS 

U.  S.  Army,  Ry\dcyu8  Islands 

U.  S.C. 

United  States  Code 

WESTPAC 

Western  Pacific 

3S 

A  mechanized  supply  and  financial  system 
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